




outuneS of economics 

PART I 



THERE IS NO WEALTH BUT LIFE'- 
Life, including all its powers love, of jo^, 
akd of admiration. That country is the- 
richest which nourishes the greatest number 
of noble and happy human beings — ^Johm 
Ruskin, Unto This Last. 
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PREFACE 


TO 

THE NINTH EDITION 

The book is intended chiefly for students reading the 
Economics course for the B.A. degree of Indian Universities — 
also for the general reader. The illustrations are from Indian 
conditions with such references to economic conditions in other 
parts of the world as no student jof Economics can afford to 
neglect. 

Indian Universities follow too exclusively Marshall and 
the Cambridge tradition. Alfred Marshall did great work in 
his generation. The Cambridge tradition in the hands of 
Pigou and other successors of Marshall has yielded notable 
contributions. For pedagogic purposes the Marshallian 
doctrine has high value and has been substantially followed in 
many parts of this book. But whether it approximates suffi- 
ciently closely to the economic realities in modern countries 
is seriously questioned by some competent economists. The 
student — the earnest student specially — ^should be always 
encouraged to be himself, to think for himself being brought 
in touch with different viewpoints and thus broadening his 
economic outlook. So I have come to the conclusion that it 
is not the right thing even in a book for beginners like this 
to omit all reference to the stimulating work of Hobson and 
some of Cannan’s valuable discussions in England and the 
interesting, important, fruitful standpoint af Veblen and 
Mitchell, the leaders of the influential school of “institution- 
al economics*’ in the United States of America. In this I 
have deviated from the practice of most text-books in use in 
our country. 
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Economics loses all savour and usefulness when it loses 
contact with current economic problems. Part I of the book 
considers among other things the questions of Rationalisation, 
Optimum Population and the present-day trend as regards 
world-population. Part II in addition to the usual text-book 
material will contain short discussions of the abandonment of 
Ihc international gold standard, changes in banking theory and 
practice, war debts, reparations, the growth of economic 
nationalism and tariffs and the World Economic Depression. 

M. SEN. 

Calcutta, December 13, 1932. 
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OUTLINES OF ECONOMICS 

INTRODUCTION. 

CHAPTER I. 

Not so long ago, Economics^ was a subject much maligned 
and much misunderstood. Carlyle called it the Gospel of 
Mammonism. It was the Dismal Science. And Ruskin, a 
devoted admirer of Carlyle, a man whom he regarded as ‘the 
friend and guide who has urged me»to all chief labour’ w^s as 
emphatic in his condemnation as his great master. Economics 
.'is now somewhat better appreciated. Yet even to-day, the 
average citizen of a modern state, a man who generally knows 
something of Art and Literature, has often the most curiously 
wrong-headed notions about Economic Science ; indeed in many 
cases he has a strong lurking suspicion that Economics is the 
science of the selfish pursuit of wealth by individuals, that 
economists are a selfish lot of people, that they teach nothing 
but the merest gospel of selfishness. This is far from the truth. 


Economics or Politicsd Economy or Social Economics? 

* Political Economy is derived from three Greek words, and it means 
tne law of household management applied to communities. For the 
oi brevity, it is very often called Economics. 

The term 'Economics' is briefer, more convenient than 'political 
Economy, and its suffix 'ics' (as in Phvsics, Mathematics etc ) may be 
regarded as 


' ' , — T 'I uv ; Auay UC 

— - — — -K— “■'■‘='-“6. ,the scientific character of modem Economics. 

Also to Anstotle in ancient Greece. Political Economy is the art of 
providing a revenue for the state; even in the Middle Ages of Europe 
Political Economy is the art of making a people wealthy and powerml 
to an important extent through state activifies and in the interest of 
tne state, as the revenue of the state depends upon the revenue of the 
expression ‘Political Economy* thus stressing political 
interests and political causes may be regarded as somewhat inexact 
ana inaccurate as applied to modem economic thought which pays more 
attention to the actions of individuals and of social causes in connection 
jntn national economic life than to political causes. So Professor Clarke 
^^Msor Seligman and others suggest ‘.Social Bconomirs’ as a snitabU 
B^omy” science. And iTof. Cassel chooses to call it “Social 
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And what is the truth? What is the real truth about the 
subject-matter of Economic Science ? 

What is Economics? A definition. 

^Economics treats of Man and Wealth, man^s activities in 
\elation to wealth, mainly from the social standpoint and as 
affecting the welfare of Man in society. In modern Economics 
Wealth is important, but it is less important than Man and his 
Welfare.) Wealth is only the means and the welfare of men 
hn society is the cnd-^wealth is important so far as it promotes 
Social welfare. 

As regards man’s actions in relation to wealth, human 
wants are studied, and human efforts to satisfy wants, 
ind the satisfaction of wants. Economics discusses the wants 
(Si man, and the consumption (or use) of wealth (commodities 
fiJud services) by which these wants are' satisfied ; it studies the 
ii|»roduction of wealth by human effort and the exchange o^. 
wealth within a community, and its distribution or sharing 
among the different classes which help to produce the wealth. 

Economics is primarily a social science, the social science 
of business. Economists consider the problems of production 
of wealth, its distribution, exchange and consumption primarily, 
from the point of view of society and its welfare rather than 
from the point of view of the individual. The subject-matter 
of Economics is thus not wealth in itself, hut wealth as affecting 
the welfare of man in society^ (What wealth is — we have all 
a rough idea of it — ^is fully considered in Chapter V of the 
Introduction ) . 

Our own Hindu writers on Economics in ancient India — the 
Hindus had highly developed economic and political sciences, 
in many respects more developed than those of ancient Greece 
and Rome — ^gave full (and sometimes even exaggerated) recogni- 
tion to wealth and its science for the welfare of Man and of 
Society. Kautilya,* the great Indian contemporary of Aristotle, 
declared “Virtue and enjoyment are rooted in wealthy, and 
Sukra insisted “It is through wealth alone that men get 
virtue, satisfaction and salvation.” 


• Kautilya— 
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The supreme importance of Man {and human welfare) in 
the study of Economics is fully recognised by all recent writers. 

Definitions of Economics. 

I. Some modem definitioM. 

The statement and examination of some definitions of 
Economics by leading modern writers like Marshall, Ely and 
Gide and others make the nature of the subject quite clear. 

. Roscher, the great German founder of the modern historical 
school of economists, begins his survey of the science with the 
memorable remark ^Hhe starting-point and goal of our science 
is man/^ 

(i) MarshalVs definition** 

Prof. Marshall, the doyen of English economists of the 
IlPresent generation, gives the following definition : 

('political Economy, or Economics, is a study of man*s 
actions* in the ordinary btusiness of life ; it inquires how he gets 
his income and how he uses it) It follows the action of 
individuals and of nations as they seek, by separate or collective 
endeavour to increase the material means of their well-being 
and to turn their resources to the best account, / Thus it is on 
the one side a study of wealth, and on the other, and more 
important side a part of the study of man. For man^s character 
has been moulded by everyday work, and by the material 
resources which he thereby procu/res) more than by any other 
influence unless it be that of his religious ideals.” 

Marshall thus brings out that the aspect of Economics, 
which is a part of the study of man, is more important than 
the aspect which deals with wealth. 

(li) Gide* 8 definition* 

Let us take the definition of an illustrious French econo- 
mist, Prof. Gide. “Of all the relations which exist between 
human beings living in society. Political Economy deals with 
those alone which tend to the satisfaction of their material 
wants> with all that concerns their well-being,^* So according 

• ^'Economic activities, rather than economic goods form the sub- 

ject-matter of the Science" (Carver— The DistribuUon of Wealth). 
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to Prof. Gide, Political Economy treats of wealth and of Man's: 
social activities and social welfare in connection with wealth. 
The stress is laid upon Man and his well-being (welfare). 

(uf) Ely^s definition* 

Prof. Ely, a distinguished American writer, thus defines 
Economics : 

'^Economics is the science which treats of those social 
phenomena that are due to the wealth-getting and wealth-using 
activities of man/' Economics treats of wealth ; and of Man's 
activities in connection with wealth. Economics treats of man's^ 
welfare, stud3dng man not simply as a producer of wealth, but 
as one for whose benefit all Wealth is produced. The subject- 
matter of economic study is not simply one particular class of 
men, the employing class, but all classes ; and the increase of 
wealth of the employing class at the expense of the health 
and happiness of the labouring class is extremely undesirable. 
Economics is a social science and treats of Man in society, it 
studies man not by himself but in his business relations to 
other men living in society. Economics also studies man in 
the process of development. 

(fi;) Fisher* B definition. 

Another first-rate American economist, Prof. Irving Fisher, 
gives the following definition of Economics : 

‘Tt is worth emphasizing at the outset, that the chief pur- 
pose of economics is to set forth the relations of wealth to human 
life and welfare. It is not, however, within the province of 
Economics to study all aspects of human life and welfare, but 
only such as are connected in some rather direct manner with 
wealth.” 

(ci) Wesley C. MitchelFs standpoint. 

Thorstein Veblen is the founder of what has come to be called in 
the United States **inscitutional economics." Veblen is dead and Wesley 
C. Mitchell is the chief leader to-day of the school of "institutional 
economics" which includes a considerable proportion of the more 
capable younger American economists, Mitchell emphasizes strongly 
the connection between economics and human welfare. "Whether 
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•economics is to us a subject of thrilling interests or a dismal pseudo- 
science depends upon ourselves. . . . But if we come thinking of 
man’s long struggle to master his own fate, then the effort to solve 
economic problems seems a vital episode in human history, a hopeful 
portent for the future. Seen in this perspective economic speculation 
represents a stage in the growth of mind at which man’s effort to 
understand and control nature becomes an effort to understand and 

control himself and his society The future of economics, the 

•question whether men will ever succeed in establishing a serviceable 
science of human behavior becomes one of the crucial issues on which 
hangs the doubtful fate of humankind.” (W. C. Mitchell, “The Pros- 
pects of Economics,” in The Trend of Economics, 1924, p. 3). 

Wealth is made for man, not man for wealth. 

*And Economics is a sociaU science studying Man as a 
social being and social welfare as affected by wealth. 

IL Earlier definitions criticised. 

Now we are in a position to criticise the somewhat one- 
sided definitions of some earlier writers. 

"^Earlier writers made Economics the science of wealth ; 
they thus made the mistake of somewhat neglecting the more 
important side of economics, viz., the study of mUn and his 
welfare in relation to wealth. Wealth is important only because 
it satisfies the wants of man ; wealth is only the means and the 
welfare of man is the end. 

(Definitions of Political Economy are plentiful, and many are not 
satisfactory. Some are too wide ; they make Political Economy a 
theory of civilisation, they identify it with social science in general 
and thus attribute too wide a field to it. Some are too narrow; they 
make Economics merely a theory of exchange, commerce, value, suIh 
jects which occupy only a portion of the whole field of economics. For 
some of these definitions see Cossa’s Introduction to the Study of 
Political Economy, Theoretical Part, Ch. V). 


• Professor Suranyi-IJnger in his Economics in the Twentieth 
Century (edited by Prof. Seligman), 1931, pages 263 and 264, describes 
the increasing importance of the welfare idea and the gradual retreat 
■of the whole value theory in Anglo-Saxon Economics. 

t J- B. Say (1803) ill his influential treatise defines Political Economy 
simply as “the science which treats of wealth.” So also many early 
English writers. 
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Economics is not tho Gospel of Mammon. 

The excessive importance attached to the mere production of 
wealth, and the apparent neglect of human welfare in the writings 
of some early English Economists, gave Economics a very bad reputa- 
tion with some of the greatest literary figures of the 19th century. It 
was regarded as a selfish science written by selfish people ; and its sole 
object was supposed to be the selfish increase of wealth of the rich 
capitalists and employers, etc., even at the expense of untold sufferings 
of the labourers and their women and children. Thomas Carlyle, the 
censor of the age, Ruskin, and some of the great Victorian novelists, 
more specially Dickens, attacked vigorously Economics and economists 
from the moral point of view. Their criticisms being often based on 
insufficient knowledge of the science were largely erroneous; but they 
did very valuable work in emphasizing the importance of human 
welfare. ' 

Good t3rpical examples of nineteenth-century attacks on Economics - 
and ^economists are to be found in Carlyle’,^ Past and Present (Book 
ni), Ruskin*s Unto This Last, Munera Pulveris, Dickens* Hard Times, 
etc., etc. 

It has been already s'^en that the modern conception of economic 
science pays full attention to the study of man and his welfare in 
society; and so Economics can no longer be justly condemned as the 
Gospel of Mammon, as the science of Ihe selfish pursuit of wealth. 

^Importance and usefulness of Economic Studies. 

, The study of Economics is useful in many ways, and most 
of all in helping to solve some of the greatest social problems- 
of the day. 

* Even modem Economics is not without its trenchant critics — and 
of different schools. A vigorous pronouncement on this subject by a 
notable English thinker is given Mow. 

* 'Economic Science has been raised to a very high level of tortuous 

abstraction by the industry of its professors From its beginning 

the earthly stu<^ of Economics has been infertile and unhelpful because 
of the mass of unanalysed and scarcely suspected assumptions upon 
which it rested. The facts were ignored that trade is a bye-product and 
not an essential factor in social life, that property is a plastic and' 
fluctuating convention, that value is capable of impersonal treatment 
only in the case of the most generalised requirements. Wealth was 
measured by the standards of exchange. Society was regarded as a 
practically unlimited number of avaricious adult units incapable of any 
other subordinate groupings than business partnerships, and the sources 
of competition were assumed to be inexhaustible. Our liberation from 
these false presumptions through the rhetoric of Carlyle and Ruskim 
and the activities of the socialists is more apparent than real.” 

— ^H. G. Wells, A Modern Utopia, 
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The importance of Political Economy has a twofold aspect 
—(A) theoretical, (B) practical. It helps the progress of pure 
scientific truth, is an excellent mental discipline, and it has 
numerous and important practical advantages. 

(i4) Importance of Economics as theoretical 
knowledge and also os mental discipline. 

From the point of view of pure knowledge. Economics 
teaches us a large number of truths — ^truths about Man in rela- 
tion to wealth. 

Also a knowledge of Economics should form a pari of any 
scheme of broad and solid culture^ As an instrument of mental 
culture, as an exercising ground for the mental faculties. 
Economics is inferior to, no science and superior to a good n^any. 
Merely abstract studies like some of the mathematical sciences 
by dealing exclusively with abstractions tend to make the mind 
somewhat unpractical, and unable to grapple with concrete, 
living realities. Economics deals with the infinite complexity 
of concrete, living facts about human life and society in relation 
to wealth ; it has to observe these facts carefully, to analyse 
them with patience ; to attend to the immediate and often the 
more important remote cause or causes ; and thus it trains the 
mind in habits of careful observation, of patient analysis, and 
close and accurate reasoning. 

The complexity of social life and human motives, and the 
concrete character of the science make Economics of the highest 
value in the cultivation and development of the mental faculties. 

(B) Practical Advantages,* 

The study of Economics has many and important practical 
advantages. 

* . . . . there will, I think, be general agreement, that in the 
sciences of human society, be their appeal as bearers of light never so 
high, it is the promise of fruit and not of light that chiefly merits our 
regard. . . . That is true of all social sciences, but especially true 

of Kconomics. For Hconomics “is a study of mankind in the ordinary 
business of life"; and it is not in the ordinary business of life that 
mankind is most interesting or inspiring. One who desired knowledge 
of man apart from the fruits of knowledge would seek it in the history 
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(1) Different branches of economic science {e,g.\ Organiza- 
tion of Industry, the principles of Banking, Currency and 
International Trade, Taxation and National Expenditure, etc.) 
are of the greatest practical service to the manufacturer, the 
banker, the merchant and the statesman. 

(2) For workmen too, a knowledge of Economics 
is highly useful. It teaches the labourer the mutual dependence 
of labour and capital, it teaches him to fight intelligently for 
his rights, when to strike and when not to strike, the claims 
of society upon him and the benefits of various forms of 
co-operation. 

(3) Economics helps us jn solving grave social problems, 

e.g.s 

j^i) The good and the evil of econpmic freedom, how the 
good is to be increased and evil diminished. 

(ii) The problem as to the proper relations between indi- 
vidual and collective action in modern industry. 

(iii) The problem as to proper methods of using wealth. 

(iv) The problem as regards ‘the more equal distribution 
of wealth, and of the burdens of taxation among the different 
classes of society. 

(v) As Prof. Marshall remarks, broadly speaking "'the 
destruction of the poor is their poverty/'* The physical and 


of religions enthnsiasm, of martyrdom, or of love ; he would not seek it 
in the market-place. When we elect to watch the play of human motives 
that are ordinary — ^that are sometimes mean and dismal and ignoble 
— our impulse is not the philosopher*s impulse, knowledge for the sake 
of knowledge, but rather the physiologist’s, knowledge for the healing 
that knowledge may help to bring . . . Here, if in no other field, 
Comte’s great phrase holds good : *'It is for the heart to suggest our 
problems ; it is for the intellect to solve them. . . . The only position 
for which the intellect is primarily adapted is to be the servant of the 
social sympathies” (Pigou — The Economics of Welfare, Chapter i). 

• The ■ problem of poverty weighs heavily upon the modem social 
conscience. Mr. George Bernard Shaw, one of the keenest thinkers of 
the present generation, has put this very powerfully in his character- 
istic paradoxical manner. 

•ffow what does this Let Him Be Poor mean? It means let him be 
weak. him be ignorant, bet him become a nucleus of disease, 
bet him be a standing exhibition and example of ugliness and dirt, bet 
him have ^ckety children, bet him be cheap and let him drag his 
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moral degradation of the poorest classes, and their want of cul- 
ture are' largely due to their poverty, though partly due to other 
causes as well) For classes of people who are somewhat better 
off, even for them their poverty is a great, a very serious evil ; 
they are poor, they are overworked, suffer physically from 
exhausting toil, and they have little or no leisure for intellectual 
and artistic culture. 

(^In the western world, specially in England and in the 
, United States, the condition of the labouring classes has much 
improved, as the result of improved economic knowledge during 
the course of the nineteenth century. And the chief and the 
highest practical interest of Economic Science lies in the fact 
that it will help us greatly in findiilg remedies for this stupen- 
dous problem of poverty which is causing endless miseries to 
millions and millions of persons in every country of the worfd. 

^ In India, the poverty problem exists in a very acute shape. 
The country is periodically devastated by famines. For Indians, 
the proper study of Economics is a vital question, one intimately 
connected with the very life and existence of the nation. 

(vi) The world economic depression (1929 — 1932 and 
expected still to continue) has drawn the attention of peoples 


fellows down to his price by selling himself to do their work, bet his 
habitations turn our cities into poisonous congeries of slums, bet his 
dauji^hters infect our young men with the diseases of the streets and 
his sons revenge him by turning the nation’s manhood into scrofula, 
cowardice, cruelty, hypocrisy, political imbecility, and all the other 
fruits of oppression and malnutrition. 

{Preface to Major Barbara.) 

Another extract from the drama itself : 

*'Cusins. Do you call poverty a crime f 

Undershaft. The worst of crimes. All the other crimes are virtues 
beside it ; all the other dishonours are chivalry itself by comparison. 
Poverty blights whole cities; spreads horrible pestilences; strikes dead 
the very souls of all who come within sight, sound or smell of it. 
What you call crime is nothing; a murder here, and a theft there, a 
blow now and a curse then; what do they matter, they are only the 
accidents and illness of life; there are millions of poor people, abject 
people, dirty people, ill-fed, ill-clothed people. They poison us morally 
and physically; they kill the happiness of society; they force us to do 
away with our own liberties and to organise unnatural cruelties for fear 
they should rise against us and drag us down into their abyss. Only 
fools fear crime ; we all fear poverty.” 

(Act III, Major Barbara.) 
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and governments of countries all over the world ^o the great 
practical importance of adequate economic studies. Prices of 
agricultural commodities^ minerals, manufactured products, 
have fallen in all countries. Producers have suiffered greatly. 
International trade has been dislocated. Millions of wage- 
earners are out of employment in every country. Currencies 
have been deranged. The international gold standard has been 
abandoned by most countries. Almost all governments have 
heavy budget deficits. All countries have suffered very grave 
hardships. Some of them due to serious economic maladjust-’ 
ment are on the verge of political revolution. (The world 
economic depression, its causes and some of the remedies sug- 
gested are considered in Vol. II of this book). 


CHAPTER I. ’ 

Sunmiary. 

1. Economics is one of the social sciences. 

It is the social science of business. It studies wealth and more 
important still, it is a part of the stuily of man and his social welfare. 

Economics does not always assume, and it does not recommend the 
selfish pursuit of wealth. 

2. Economic studies are helpful in many ways. 

From the standpoint of pure knowledge. Economics teaches us a 
large number of important truths, truths about Wealth, Man and 
Society. 

It is an extremely valuable instrument of mental culture. It is of 
immense practical service to the merchant, the manufacturer, the 
banker and the statesman and the workman. 

Most important of all. Economics gives us great and much-needed 
help in solving many of the gravest social problems of the day. 


Qaettion*. 


1. What is' Economics? 

Is it the Gospel of Mammon? Were Carlyle and Ruskin quite justi- 
fied in their attacks on Economics and economists? 

2. What is the more important thing in Economics— Wealth or 
Man ? 

3. Give your own considered opinion on the value of economic 
studies. Illustrate your answer by references to Indian conditions. 
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CHAPTER II. 

Scope. Economic Laws. Methods and Schook. 

Scope of Economics. 

/ 

describe the Scope of Economics, we have to indicatel^ 
the subject of our inquiry, viz., (i)' the kind of phenomena with 
which Economics deals, and (ii) the kind of knowledge that 
Economics seeks concerning these phenomena. 

{Before discussing the scope of Economics it is desirable to 
explain briefly the terms 'Science* and 'Art.* A Science is a 
systematized body of knowledge consisting of laws about a 
particular class of phenomena. 

An Art is also a systematized body of knowledge ; but an 
art has always a practical end in view while a science has no- 
such practical aim. A Science simply explains; an Art always 
prescribes fules for the attainment of a practical object! 
Navigation uses the knowledge of celestial phenomena for 
navigating ships, it has a practical object and is therefore an 
art : Astronomy tries to explain celestial phenomena and is 
therefore a science. (Arts are sometimes called practical 
sciences). 

Sciences are (i) positive, taking the facts of the universe 
a? they are, e.g., Physics, Chemistry, Botany, etc) ( 2 ), «or- 
mative, dealing not with facts as they are but as they ought 
to be) in the light of ideals or standards, e.g., Ethics is a nor- 
mative science because it is the science of what conduct ought 
to be in the light of moral ideals. 

(1) As regards! the Scope of Economics, it has to be decided 
what kind of knowledge Economics gives, whether it is a Science 
or an Art or both. 

The phenomena Economics deals with are man's actions- 
in society in relation to wealth. 

^Briefly speaking the, scope of Economics mclades the 
Science and the Art of Economic8» a theoretical and^ idse 


* Like many Knglish economists, Prof, Pigou thinks that Economies 
is a science and not an art, but it is the type of science adapted to fom» 
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a practical branch » or more fully we may say that it includes 
(i) a positive scienc^ of Economics, studying economic pheno- 
mena as ih^ey ars-)-what economic causes produce what economic 
effects (ii)(and the several arts of Political Economy) A writer 
holding that voluntary action by individuals will improve con- 
siderably the quality of consumption in a country may frame 
an art of consumption and prescribe rules for the attainment 
of that practical end. Another art — the art of business — will 
prescribe rules to businessmen for the attainment of a practical 
end, viz., success in business. ^An important art of Economics 
is that art which deals with a special department of govern- 
mental interference with the practical object of improving the 
social production of wealth,* or its distribution, or its consump- 
tion, or some or all of them. 

The arts of Economics are necessarily based on the science 
of Economics. The arts successfully realise their practical 
economic ends if they are founded on the scientific knowledge 
of economic causes producing economic effects. 

Economics studies the economic conditions and problems 
of the present time, also of the past and to some extent of the 
future-^* it deals primarily with the present, cannot avert 
its glance from the past or from the future’ ^ (Seligman). The 
present is rooted in the past, it looks back to the past. And 
with its ideals of social perfectibility it cannot help looking 
forward to the future. 

A brief sketch of the history of economic thought on the subject 
of the scope of Economics may be interesting and useful in this connec- 
tion. 


the basis of an art — ” it follow that the type of science that the 

economist will endeavour to develop must be one adapted to form the 
basis of an art. It will not, indeed, itself be an art, or directly enunciate 
precepts of government. It is a positive science of what is and tends 

to be, not a normative science of what ought to be there are 

two main types of positive science. On the one side are the sciences of 
Formal IvOgic and Pure Mathematics, whose function is to discover 
implications. On the other side are the realistic sciences, such as physics, 

chemistry, and biology, which are concerned with actualities it 

must be the realistic, and not the pure type of science that constitutes 
the object of our search. We shall endeavour to elucidate, not any 
generalised system of possible worlds, but the actual world of men and 
women as they are found in experience to be (Pigou— Ths Economics of 
jyaZ/ars,. Chapter i). 
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(1) Steuart, 

Political Economy was at first conceived to be that part of the art 
of government in which the chief business of the statesman was sup- 
posed to be *to provide everything necessary for supplying the wants 
of the society and its members, and to regulate the employment of the 
latter with a view to this end, due regard being had to the spirit, 
manners, habits and customs of the people and in a free country, to 
their constitutional rights and liberties.* This is the view taken by 
Sir J, Steuart in his treatise on Political Economy published in 1767. 

(2) Adam Smith. 

An important change in the scope of Political Economy was brought 
about before the end of the eighteenth century by the Physiocrats in 
France and by Adam Smith in Britain. Adam Smith still continued to 
regard Political Economy as part of the art of government; but he 
maintained in his famous book **The Wealth of Nations'* that industry 
and trade flourished most when they Wbre not interfered with by the 
government and statesman; and hence the scope of Political Economy 
came to be viewed "not as an investigation of the manner in which tihe 
statesman ought to regulate* trade and industry but of the manner in 
which industry and trade would regulate themselves and would flourish 
if the statesman would only abstain from ill-advised meddling." Here 
we have the well-known economic doctrine of laissez faire. This view 
of Political Economy was also taken by the successors of Adam Smith,. 
e.g., Ricardo, etc. 

(3) Senior, J. S. Mill and Cairnes. 

Later on N. W. Senior, a distinguished English economist, divided 
Political Economy into two great divisions ; (z) the theoretical branch 
or science which explains the nature, production and distribution of 
wealth, (2) the practical branch or art which tried to find out what 
institutions are most favourable to the growth of wealth. And a few 
years afterwards he narrowed the scope of Political Economy proper to 
the theoretical branch of the subject; and he left the practical part of 
Political Economy, the art to be included within the general art of 
government, because this part of Economics depends not only on 
economic but also on ethical and political considerations. This view of 
the scope of Political Economy, (viz., Economics is a science) has 
been substantially adopted by J. S. Mill, Cairnes, and many of the 
English economists since Cairnes. 

(II) Marshall’s view.* 

^rof. Marshall does not discuss whether Economics is a 
Science or an Art or both ; he rather examines what kind of 

* Marshall's position is made quite plain in his lecture, The Present 
Position of Economics (1885) from which extracts are given below : 

"The outward form of economic theory has been shaped by its ' 
connection with material wealth. But it is becoming clear that the true 
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phenomena, what kind of men, and what clashes of human 
motives fall within the Scope of Bconomics. According to him, 
the Scope of Economics consists (i) in studying men as they 
live and move in the ordinary business of life, Weal men* and 
not unreal abstractions, ^economic menj (i.e., imaginary beings 
supposed to be guided only by low, selfish motives.) [These 
‘economic men' were created by the imagination of an earlier 
generation of economists. They were supposed to be influenced 
only by the selfish ‘economic' motive of securing as much 
wealth as possible with as little effort as possible, and these* 
‘economic men' were supposed to be not influenced by moral, 
political, religious or other motives. Such men did not exist 
in reality. Therefore the economic laws, based on them by the 
early English economists, often proved largely erroneous. 
H'^nce Marshall rejects ‘economic men.'* And he rightly makes 
the scope of Economics consist in studying ‘real men' and not 
imaginary ‘economic men'.] 


philosophic raison (i*Stre of the theory is that it supplies a machinery 
to aid us in reasoning about those motives of human action which are 
measurable. In the world in which we live, money, as representing 
general purchasing power, is so much the best measure of motives that 
no other can compete with it. But this is, so to speak, an accident, 
and perhaps an accident that is not found in other worlds than ours. 

a misleading association has grown up in people’s minds 

between that measurement of motives, which is the chief task of 
economic science, and an exclusive regard for material wealth, to the 

neglect of other and higher objects of desire 

But, while attributing this high and transcendent universality to 
the central scheme of economic reasoning, we may not assign any 
universality to economic dogmas. For that part of economic doctrine, 
which alone can claim universality, has no dogmas. It is not a body 
of concrete truth, but an engine for the discovery of concrete truth. 
Similar to, say, the theory of mechanics 

Hut, though in wording our economic organon this idea of measurability 
should be always present, it should not, 1 think, be prominent. For 

g ractical purposes, and in order to keep the better our touch of real 
fe, it will be best to go on treating it as chiefly concerned with those 
motives to which a money-price can be directly or indirectly assigned. 
But motives that are selfish or self -regarding have no claim to more 
consideration than others except in so far as they may be more easily 
measurable and may more easily have a money-price assigned to them. 
This organon deals with the play of measurable motives for and against 
one another, balatipng one another and being substituted for one 
‘another, though the persons concerned may be in classes or even in 
countries that have little direct intercourse. And it sets out that most 
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(«) And in discussing real men, Economics "concerns 
itself chiefly with those motives which affect, most powerfully 
and, most steadily, man*s conduct in the business part of his 
life*] Even in business, good men (merchants, manufacturers, 
laborers, etc.) are influenced by their high ideals, and their 
conceptions of duty but the chief motives of business life 
can be measured largely in terms of money, the strongest 
motive to business work is the desire for pay which is the 
material reward of work^e.g., the greater the wages offered 
^he greater will be the inducement to the labourer to work 
more carefully and for longer hours, etc.). 

In measuring motives, we must make allowance for the 
fact that the same amount of mor^y has a greater utility to 
the poor man than to the rich man. 


•complex play of human motives that changes the purchasing power of 
money, and thus alters the measure of all motives. 

* I/astly, taking account of the fact that the same *sum of money' 
measures a greater pleasure for the poor than for the rich, it helps 111 
determining the relations between the money gain that a nation gets 
from any given social or industrial change and the total increase of 
happiness arising from it.” 

Prof. Soliflrman on ^*the economic man” and the economic motive. 

”The motive that guides men in their economic life is sometimes 
described as the economic motive. It may best be defined as the motive 
which impels every liuman being to satisfy his wants with the smallest 
possible eflort, or w'hich leads him to secure the most pleasure with the 
least pain. The existence of such a motive is undeniable; it is in fact 
of deep and abiding importance; it may even be declared the paramount 
consideration in the working out of economic law. We must, however, 
not forget that this is not the only influence at work in economic life. 
Human beings are impelled by other motives as well] and these other 
motives may often exert a perceptible influence in economic life. The 
study of economic history shows us that religious, political and ethical 

considerations have profoundly modified economic action itself 

In searching for the fundamental laws of economics, it is convenient to 
exclude all motives save the economic. Since the latter is the one of 
basic significance, and since it would otherwise be impossible to formulate 
economic theory in general terms. In applying the law to actual life, 
however, we must be careful to study how^ its operation is niodified by 
the other — even though minor — motives which affect economic action. 

If the ''economic motive'' is thus open to misconception as explain- 
ing the whole economic life, the so-called "economic man" is a complete 
abstraction. By the “economic man” is meant the human being domi- 
nated by the economic motive. Such a man, however, does not really 
exist 

“ Although there is both an economic and a religious life, 

there is no economic man, just as there is no separable religious man”’ 
fSeligman — Principles of Economics), 
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As has been pointed out already, the motives of man in 
business life are not exclusively selfish and Economics does 
not regard money or material wealth as the main object of 
human effort or of study.* The fact that motives in economics 
are largely measured in terms of money is due to the circum- 
stance that money is the one convenient standard for measur- 
ing human motives on a large scale and it gives a degree of 
exactness to Economics which is not possessed by any other 
social science. From this money measurement of motives in 
Economics, Economics has been sometimes called the "science 
of nteasurable motives/ 

It is noteworthy that Marshall first reached Economics 
through Ethics. Fascinating inquiries into the possibilities of 
the higher and more rapid development of human faculties 
brought him into touch with the question : how far do the 
conditions of life of the British (and other) working-classes 
generally suffice for fulness of life? And Marshall’s firm view 
is thatf (^economic science is chiefly valuable neither as an 
intcllectuM gymnastic nor even as a means of winning truth 
for its own sake, but as ja hand-maid of ethics and as a servant 
of practice.^) Hence tEough a ^^illed mathemafia^^ he used 
mathematics sparingly. He saw that excessive reliance on 
mathematics might lead us astray in pursuit of intellectual 
toys, imaginary problems not conforming to the conditions of 
real life. And *‘his conviction that the chief value of Econo- 
mics was as a hand-maid to practice had another important 
effect upon Marshall’s method. He endeavoured always to 
write in a way intelligible to men of affairs as well as to 
professed students of Economics.” 

IIL VeUen’s view. 

“The classical tradition was to take institutions for granted and to 
reduce human nature to a matter of rational calculation. Veblen insists 
on a realistic view of human nature so far as modern psychology 
throws light upon it, and on investigating the origin and nature of the 
institutions through which the economic side of the life process 

• “Economics does not assume that most people selfishly seek wealth. 
Nor does it advise them to do so. It simply takes people as they are 
and treats of the effect of their actions with reference to wealth." 
(Chapman— EZcmentftry Economics). 

t Pigou— Mcwoffals of Alfred Marshall. 
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functions. His work thus lies largely outside the recognized field of 
economic theory His plan is a genetic study of economic institu- 

tions, evolutionary in character and essential to a proper understanding 
of the economic life of our times. 

The economic part of the life process of society is, in Veblen’s 
view, that part of human activity wjiich is concerned with coping with 
, external nature to the end of providing for man’s material wants. On 
this basis it is possible to set up a classification of human traits and 
institutions.*’— Paul T. Homan, Contemporary Economic Thought, ig 2 S, 
pages 134-135- 

Economics is a Science smd has its Laws. 

In discussing the Scope of Economics, it has been pointed 
out that Economics, at least an important portion of it, is a 
Science. And its methods of inquiry and generalisation are 
the methods of science. This question will be here a little 
more fully considered- Economics is a Science because it ^can* 
^ists of facts connected by certain necessary relations called 
law^.^ The title 'Science* given to it is not a mere honorary 
title. 

Economics is a Science as much as the Physical Sciences. 

(i) There are laws in Economics expressing necessary rela- 
tions between facts, as there are laws in the Physical Sciences. 
The relations are necessary and the laws hold true in Economics 
as in the Physical Sciences, only if certain previous conditions 
are fulfilled. So we see that Economic Laws are essentially 
hypothetical* — ^in this respect Economic Laws do not differ from 
Laws of other sciences which are also true under given condi- 
tions. Atoms of oxygen and hydrogen combine to form water 
only under certain conditions of temperature, pressure etc. 
Similarly economic laws are true under given economic condi- 
tions — for example, the law of monopoly price states how mono- 


, * " economic laws are essentially hypothetical. We must be 

quite sure that the premises are true to actual life before we can draw 
a conclusion applicable to existing facts. So far as the premises are 
only partially true, the conclusions are only partly valid. This does 
indeed, not prove that there are no economic laws, but only that the law 
may not yet have been ascertained^ or that the particular statement of 
the law in question is only provisional. In this respect economic law 
does not differ from any other scientific law”, (Seligman — Principles of 
Economics). 


2 
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polists will fix price under certain economic conditions and 
circumstances. 

(ii) The free will of men does not prevent Economics from 
being a Science. The action of free agents (i.e., men) can be 
reduced to law. Though men (with their free will) are free to 
act as they like, they as rational beings always act from ade- 
quate motives and suflScient cause.* ^^The uniformity in 
reason implies some uniformity in human affairs {i.c., law in 
human affairs). Men, in the aggregate, acting from similar 
motives, will act in a uniform way. Uniformity in the aggre- 
gate only is affirmed. Averages are all that are necessary to 
establish economic laws. What a particular individual will or 
will not do cannot be foretold by an economist — that is the 
province of a fortune-teller and not of an economist. The econo- 
mist is concerned with averages — ^how men in the aggregate 
will act on an average under given economic conditions and 
from these averages, the economist will frame economic laws. 

So Economic ) satisfies the tests , of a science, rather it 
includes several sciences (and also a number of Arts). 

[Comte regarded prevision (or prediction) as essential in 
a science. Prevision is possible in Economic Science. Arguing 
from the uniformity in human reason, it is possible to make 
economic predictions as to how men in the aggregate will act 
under given conditions, which are more accurate than are to 
be found in some of the inexact physical sciences, e.g., meteo- 
rology.] ^ 

Economics as a science is more exact than other 
social sciences ; but Economics is less exact than Physics, 
Astronomy and other simple natural sciences. 

Of the social sciences, the two most systematized are 
Economics and Political Science, and Economics is more highly 
systematized and more exact than Political Science. It is the 
exact money measurement of the motives of business life which 
makes the science of Economics more exact than the other social 
sciences. ''Just as the chemist’s fine balance has made 
Chemistry more exact than most other physical sciences ; so 


Chapman — Outlines of Political Economy. 
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the economists’s balance, rough and imperfect as it is, has made 
Bconomics more exact than any other branch of social science.” 

Economics is, however, less exact than the physical sciences 
specially the simpler ones like Physics, Chemistry, Astronomy, 
•etc., and the Laws of Economics are less exact than the laws 
.of the simple sciences. 

Now the laws of simple sciences like Physics, Astronomy, 
etc., deal with simple forces and phenomena which can be 
observed and generalised accurately ; and hence the laws of 
* these sciences are exact. The laws of the science of man (i.e., 
social science) deal with the complex phenomena of human life 
and society which cannot be observed and generalised so 
accurately as the simple phenomena ,of Physics and Astronomy ; 
and hence the laws of the science of man {i.e., social science) 
are less exact than the laws of the simple sciences of Physics 
and Astronomy. Bconomics is part of the science of man, and 
economic laws are less exact than physical or astronomical laws. 

Marshall says, ”T ^he laws o f ec onomics ay ^ to be compared 
with |he l aws of the ti des, rather th an with the simple and exact, 
^ The explanation is obvious. The laws 
of the tides dependent upon complex conditions are inexact. 
The law of gravitation dependent upon simple conditions is 
exact. The inexact laws of economics are to be compared with 
the inexact laws of the tides rather than with the simple and 
exact law of gravitation. 

Are Economic Laws Natural Laws? 

(A) Economic Laws. 

The term Law has various meanings : 

(f) Law may mean a law passed by the Legislature or 
Parliament of a country. Such a law is a command of the 
sovereign authority of the state and is enforced by such sove- 
reign authority ; an economic law is not a law in this sense 
because it is not the command of the sovereign authority of the 
state addressed to its citizens and enforced by the sovereign 
political authority in case of disobedience. 

(ii) Law may mean customary law. An economic law id 
not law in this sense. 
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{Hi) Law may mean moral law enforced by pv.blic opinion 
though not by the sovereign political authority of the state. 
An economic law is not law in this sense also. 

{iv) Law may mean a statement of relation of cause and 
effect between phenomena, as a law of Physics or of Chemistry. 
Economic Laws are laws in this sense as they are statements, 
of relations of cause and effect between economic phenomena. 

Marshall defines economic laws as ‘Social laws relating to 
branches of conduct in which the strength of the motives chjefly 
concerned can be measured by a money price.* 

(B) Economic Laws and Natural Laurs. 

The question has been* asked as to whether these laws of 
eoonontic science are natural laws.^ The answer depends upon 
what we exactly understand by natural laws. There are two 
views on this question. 

(1) One view is that Economic Laws are not natural laws. 
Persons who maintain that economic laws are not natural laws 
declare that the expression ‘natural laws* should be applied only 
to the laws of those sciences (e.g., Physics, Chemistry, etc.) 
which are under the rule of “inexorable Necessity,** and not at 
all subject to the free will of man, which are universally true and 
which must always happen without any exceptions or varia- 
tions ; and that economic laws belong to the realm of Liberty, 
they can be changed by the free will of man, and hence are 
not universally* true and thus are not natural laws. 

(2) Anothex view is that Economic Laws are natural laws. 
The holders of this view use the expression ‘natural laws* in 
a wider and more comprehensive sense, they maintain that 
natural laws include (a) laws which are universally true, and 
invariable, and also (b) laws which are not universally true, 
which are true only under given conditions. Economic laws 
a^ua tural laws whic h are jnie within Kmi tg d sphere and 
i nvariabl y and unlver saj^ truje. 

• In the words of a well-known economic writer, **An economic law 
is a natural law so far as it states that given conditions will lead to 

mven results. An economic law is not a natural law so far aa it implies 
mat human effort is impotent to modify the conditions which lead to 
the results.*’ 
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They hold that a natural law is really nothing more than 
the expression of certain relations which arise spontaneously 
among things or among men. These relations may, to be sure, 
be called necessary ones, but only when certain conditions are 
fulfilled ; and hence economic laws are also natural laws because 
they are also true if certain foregoing economic conditions are 
fulfilled. 


Relation of Economics to other Sciences. 

Modern Economics with its wide scope (comprehending 
large and important portions of the life of Man and Society) 
has relations more or less close with almost all sciences — and 
changes and discoveries in other sciences often influence very 
deeply the economic life of a community. Economics has dose 
and intimate relations with most of the sciences dealing wilh 
Man and Society ; again discoveries in Physics (relating to 
electricity, water-power, etc.) or in Chemistry, agricultural or 
technological, may and do revolutionise the industrial life of 
nations. 


1. Economics and Sociology. 

(1) According to Comte, the French Positivist Philosopher, 
there is hut one social science, sociology which deals with all 
aspects of social life — economic, political, legal, etc., as one 
whole, because these are all very intimately connected and 
mutually dependent. Economics (the study of the economic 
aspect of social life because it is so closely connected with 
other aspects of social life) cannot he separated from sociology 
(the general science of society) so as to form a distinct science. 

(2) In striking opposition to Comte, some economists 
maintain that Economics deals with the phenomena of Wealth 
almost completely isolated from other social phenomena ; and 
hence Economics has no concern with sociology, 

(3) * The truth lies between these two extremes. Comte 


* “One of the chief debts which we owe to Comte’s genius, lies in 
the clearness and vigour with which he showed how complex social 
phenomena are, how intricately interwoven with one another, 
withal how changeful. Hence he argued against any separate study 
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is both right and wrong. He is right when he maintains that 
all social phenomena are closely connected — ^the phenomena of 
wealth are influenced by political facts, legal facts etc. ; but 
he goes too far when he infers that therefore Economics cannot 
form a separate science but, that economic facts must be dis- 
cussed within Sociology in connection with other social pheno- 
mena. 

The fact is that though economic phenomena cannot be 
completely dissociated from other classes of social phenomena 
owing to the unity of human nature and society, yet they can 
be sufficiently isolated so as to form a distinct science ; and 
it is necessary to take Economics as a separate branch of study, 
became without such specialisation, scientific thoroughness and 
exactness cannot be attained in any branch of knowledge, 

(i) Economics is thus a distinct science in itself with its 
own specialists and primarily and directly concerned with eco- 
nomic phenomena alone, 

(ii) It is at the same time a branch of Sociology — ^at least 
It will be a branch of sociology, when the unified social science 
will come really into existence ; because it deals with a 
particular class of social phenomena, viz., those social pheno- 
mena which are due to the wealth-getting and wealth-using 
activities of man. 

2. Economics and Political Science. 

Economics and Politics are both social sciences ; and as 
such are branches of Sociology, the general science of society. 
Economics deals with wealth in relation to man ; Political 
Science deals with Government. Economics is closely related 
to Political Science,’ because 


of one part of them, and was specially vehement in his condemnation 
of the contemporary English economists. 

But the complexity and intricacy of social phenomena afford 

no reason for dispensing with the aid of the economic organon in its 
proper place : on the contrary they increase the necessity for it. 

It is vain to speak of the higher authority of a unified social science. 
Ko doubt if that existed economics would gladly find shelter under its 
wing. But it does not exist : it shows no signs <tf coming into existence. 
There is no use in waiting idly for it ; we must do all that we can with 
our present resources” (Marshall — The Present Position of Economics), 
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(1) The production and distribution of wealth are irreatly 
influenced by the kind of Government under which the people 
are living?. There will be more production of wealth and better 
distribution under a strong and just government, than under 
an incapable and an unjust government. Again the production 
and distribution of wealth under a system of private property, 
free contracts etc. would differ greatly from the production and 
distribution of wealth under a system of government ownership 
and management of industry. 

(2) On the other hand political institutions are very greatly 
influenced by economic conditions and institutions. The gov- 
ernment of a country pastoral in its economic life, differs from 
the government of a country agricultural in its economic life, 
or from a country with a large and prosperous manufacturing 
population. 

(3) There are also many social problems (e.g., the govern- 
.ment control of monopolies and trusts, the government manage- 
ment of railways, etc.), which are common to both Economics 
and Political Science, which have (i) an economic aspect and 
can be examined from the point of view of economic efficiency 
and just distribution of wealth, and (ii) a political aspect and 
so can be examined from the point of view of politics and 
administration. 

In recent years the State in modern countries has been 
taking an increasing part in shaping and regulating the econo- 
mic life of the nation in relation to production, industrial 
education, improvement of transport, credit and foreign trade, 
protection of labour and social services expenditure in connec- 
tion with unemployment, old age pensions, etc. Political 
science and economics are being brought into closer and closer 
relations. 

The extensive economic activities of the State in Fascist 
Italy have their importance in this context. 

The State in Soviet Russia aims to control all economic 
activities of the nation in the interest of the proletariat. 

Economics and History. 

The part of History which is most valuable to the econo- 
mist is— economic history, the history of economic institutions 
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and conditions. A clear grasp of the main facts of economic 
history is so essential to the proper understanding of economic 
theories, that it is now usual to begin economic text-books with 
a sketch of economic history. 

We may note that — 

(i) The theories of Economics are often illustrated and 

confirmed by economic history, e.g., the theory of paper money 
in Economics is illustrated and confirmed by the economic 
history of paper money in France during the French Revolu- 
tion, in the United States during the Civil War, and in Euro- 
pean countries generally during the last World War. Theories 
of Economics which are not confirmed by economic history but 
are condemned by it have to be rejected as the result of such 
criticism. The Wages-Fund Theory of Economics is con- 
tradicted by the economic history of wages in different countries 
and in the same country at different times — and so this theory 
of Economics has to be rejected. ‘ 

(ii) New economic theories are often based on and are 
established by economic history. The theory of machinery and 
its influence on wages, theories of credit cycles are based on 
economic history. 

Adapting Sir John Seeley’s well-known couplet, it may be 
asserted to a certain extent,' %oaQmi?S with out economic history 
has no root, economic history without_^onomics h^s no fruit.' 

Economics and Ethics. 

(1) Economics, regarded as a science, discusses the causes 
of economic phenomena ; and so it has to consider how far man 
in civilised societies is influenced by ethical motives in the pro- 
duction of wealth, and its exchange and distribution and con- 
sumption. Ethical motives play a somewhat important part 
as regards the determination of wages ; but they can be gene- 
rally neglected in investigations about the value of money and 
in foreign exchanges. 

(2) Ethics lays down that in every state, the distribution 
of wealth should be just. Economics, regarded as an art, puts 
forward its ideal of distribution of wealth ; and Ethics has to 
see how far the ideal of distribution put forward by Economics 
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is ethically just. The discussion of the ethical aspect of dis- 
tribution has led to great controversy between economic writers. 

Economics has exposed the defects of indiscriminate 
charity ; and has thus made the ethical redistribution of wealth 
by public and private charity more careful, methodical and 
beneficial. 

We have seen already that in Marshall’s opinion ^Economics 
is the handmaid of Ethics* (to quote the words of Prof. Pigou) — 
the main interest of Economics is in this that it helps to promote 
social* welfare. 

On the subject of the relation of Economics to Ethics Prof. 
Seligman’s conclusion is this : “Since Economics, like Ethics, 
is primarily a social science, the true economic action must 
in the long run be an ethical action..* The modern eco- 

nomist has become just as mindful of the ethical aspects of* 
every economic problem as •the modern moralist has been forced 
tci recognise the economic side of his ethical problem.” And 
in this he reflects the opinion of the large majority of economists 
of the present day. 

* Economics and Psychology, 

(i) Psychology deals with mental phenomena — the pheno- 
mena of the Intellect, the Will and the Emotions. Economics 
is the science of wealth in relation to man ; and it has to dis- 
cuss how the production, exchange, distribution and consump- 
tion of wealth in a society are influenced by the mental pheno- 
mena of effort, want, etc., of the different classes of that society. 
Hence Economics is intimately connected with Psychology 
and is dependent on it. 


* It is to be noted lliat the main outlines of modern economic 
theory are based upon the system of psychology known as Hedonism 
or Utilitatianism which makes pleasure the chief good of man which he 
pursues by all means—the broad principles of modem Economics were 
framed some decades ago by men who held, and to a large extent 
created the body of psychological doctrine known as Hedonism or 
Utilitarianism, It is now generally recognised however by modem 
psychologists that the hedonistic psychology is inadequate and partially 
misleading; and so it may be reasonably questioned whether the main 
outlines of present-day economic theory (with its apparatus of desire and 
utility) based upon the obsolete hedonistic psychology are not based on 
a foundation of sand. Some writers (e.g., Dickinson in his Economic 
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(a) As Mr. Wicksteed remarks in the - Dictionary of 
Political Economy, Political Economy is the science of 


Motives) maintain that the gap between the old hedonistic psychology 
and the new behaviouristic psychology is much narrower than is often 
supposed and that for the practical purpose of the economist the old 
psycholo^ still remains substantially valid— others seriously object 
to and dispute this view. A full and satisfactory examination of the 
psychological foundations of modem economics has in recent times 
become absolutely necessary. 

Graham Wallas has examined the psychological basis of politics. 
Bertrand Russell in his Principles of Social Reconstruction considers 
the ps\xhological foundations of politics — suggests a philosophy of 
politics based upon the belief that impulse has more effect than conscious 
purpose in moulding men’s lives. ''All human activity springs from 
two sources : impulse and deUre- The part played by desire has always 
J>een sufficiently recognised. 

But desire governs no more than q part of human activity, and 
that not the most important part but only the more conscious, explicit 
and civilised part. • 

Impulse is at the basis of our activity, much more than desire... 
what applies to artistic creation painting a picture or writing 

a book) applies equally to all that is most vital in our lives; direct 
impulse is what moves us, and the desires which we think we have 
are a mere garment for the impulse.” Bertrand Russell’s suggestion 
as regards the proper psychological foundations of Politics may l^ar 
rich fruit as regards the inquiry into the true psychological foundations 
of Economics. Indeed it seems fairly certain that great business 
organisers organising 'big business’, and great inventors making inven- 
tions revolutionising the industrial life of nations are impelled more 
by the creative impulse than the mere hedonistic desire for gain — and 
if this be true, ^it would remove some of the most iniportant objections 
against the socialistic reconstruction of economic society. 

Developments in ‘group psychology* and in ‘the psychology of the 
unconscious and the sub-conscious’ may have important influence on 
economic theory and practice. 

Veblen’s standpoint. 

Veblen, the founder of the influential school of 'institutional econo- 
mics” in America strongly criticises economic theory down to the middle 
of the nineteenth century on account of its hedonistic psychology. He 
insists on a mote realistic view of human nature, based upon modem 
psychological advances, and investigates the origin and nature of the 
institutions through which the economic side of the life process 
functipns. 

"The economic part of the life process of society is, in Veblen’s 
view, that part of human activity which is concerned with coping with 
external nature to the end of providing for man’s material wants. On 
this basis it is possible to set up a classification of human traits and 
institutions. Those which assist in furthering the provision for economic 
wants are regarded as ‘‘generically human,” in that they^act to support 
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wealth then it deals with efforts made by man to supply 
wants and satisfy desires/* *'Want/* Effort/* ^^Desire** are 
each and all psychic phenomena. Hence Economics is closely 
related to Psychology. 


the life of mankind in society. Those which hinder this provision act 
as an obstmction to the foil development of man’s ability to co]pe with 
his environment, in respect to his material wants. Among the instinc- 
tive propensities of human nature are three which are definitely 
assigned to the former class, (1) the parental bent, (2) the instinct of 
workmanship, (3) the bent to “idle curiosity.** 

Taken together, the parental bent and the instinct of workmanship 
constitute the chief instinctive dispositions conducing to the material 
welfare of the race and to its biological survival. 

The bent to idle curiosity is* the instinctive source out of 

which modern science has developed.** — P. T. Homan, Contemporary 
Economic Thought, 1928, pages 134-135. 

Veblen is no Socialist. 

The Socialist standpoint. 

Economists of the Classical School have a hedonistic conception of 
human nature which is disputed by the socialists. The classical writers 
imply that human nature is essentially selfish and wants the most 
pleasure with the least pain. It is stated that most work involves hard- 
ship, the average man works for pay and that his work is strenuous and 
well-directed in proportion to the pay — ^the average person wants as 
much pay as possible and the maximum satisfaction of his wants with 
minimum labour possible, he works more strenuously for himself under 
the stimulus of self-interest in the capitalist state than he will work for 
the common good in the socialist state. The average labourer, also the 
business leader are influenced in their economic activity preponderantly 
by selfish motives. 

The extreme socialist view is different. Socialists maintain that human 
nature is not so essentially selfish as suggested by the classical school, 
that men are being degraded or made selfish by the capitalist system. 
Socialism maintains that in the socialist state with a more efficient 
economic organisation and large use of machinery and greater applica- 
tion of science, also greater sense of freedom and better treatment for 
the workers, work will cease to be a hardship. “Overwork is repulsive to 
human nature— not work. Overwork for supplying the few with luxury 
— not work for the well-being of all. Work, labour, is a physiological 
necessity, a necessity of spending accumulated bodily energy, a necessity 
which is health and life itself. If so many branches of useful work are 
so reluctantly done now, it is merely because they mean overwork, or 
they are improperly organized.*' — (Kropotkin quoted by Bertrand Russel! 
in Roads to Freedom.) Bertrand Russell suggests that the whole com- 
munity could be kept in comfort by means of four hours* work a day 
for each worker. Also men— labourers, business leaders, inventors— can 
be induced to the full application of their faculties by other than selfish* 
motives. Already in the capitalist states men of science, poets, artists, 
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(b) The economist has not to establish ^he fundamental 
principles of psychology, e»g,, the nature of a concept or 
of reasoning ; he accepts psychological principles as his data 
rather than establishes them as his conclusions. 

In Political Economy, (i) the department of Consumption 
is largely taken up with the application of the great psycholo- 
gical law of diminishing returns of satisfaction to successive 
increments of commodity or service ; (ii) the department of 
Eicchange discusses the laws of value which also depend greatly 
upon the psychological law of diminishing returns of satisfac- 
tion ; (iii) the department of Production which includes the 
theory of labour turning upon the psychological law of the 
increasing tiresomeness of ^successive increments of effort, etc. 

Economics and Physical Science/ 

t 

Economics is connected with Physical Science in different 
ways. For example, Economics takes from physical science th*e 
law of diminishing returns which occupies such an important 
place in the economic theory of production, and also in the 
theory of distribution. 

Economics and Statistics. 

The essential feature of statistics consists in the employ- 
ment of numerical data in all kinds of inquiries. 

Some writers maintain that statistics is a separate science ; 
some would regard it rather as a scientific method based on the 
eniployment of numerical data, and hence forming a special 
branch of inductive logic or methodology. 


do their best and most strenuous work not primarily for pay but for 
the work itself, for the joy of creation. In Uie socialist state, labourers, 
business leaders, inventors will be doing their work partly for the love 
of the work they are best fitted to do, also to an important extent they 
will be actuated by other than the selfish motive of pay for themselves 
and will be working* for the common good. Human nature is plastic. 
Education will work wonders, will greatly develop unselfish impulses. 
Honour and social approbation will be powerful factors in making men 
-“labourers, business leaders, inventors— do their best in economic activity 
for the common go^ of the nation. Socialists declare that their stand- 
. point IS supported in part by the experiences of the Five-Year Plan in 
Soviet Russia. 
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The statistical method of collecting carefully quantitative 
observations about facts and drawing inferences from them is 
used in almost all Sciences^ 

And it is very useful in Economics 

(i) in describing the condition of a country by means of 
statistics of production, wages, prices, exports, etc., 

{2) in supplementing deductive reasoning by verifying its 
results, 

(3) in suggesting empirical economic laws from a statistical 
examination of facts. 

The statistical method will be of increasing importance in 
economics. Indeed Wesley C. Mitchell, the leader of the 
younger American economists, also Sir Josiah Stamp, a 
tinguished British economist, are of opinion that the statistical 
method will transform economics and will render obsolete the 
\#ork of Dr. Marshall and others. (Refer to Methods, 
page 39 of this book). 

Economics and Mathematics, 

Economics has been described by some writers as essentially 
mathematical in character ; and they are justified in a sense 
for Economics includes many inquiries that deal with quantita- 
tive relation, e,g,, the inquiry into supply and demand as regula- 
tors of value, the inquiry into changes in the purchasing power 
of money, etc. Mathematical methods used in Economics are 
chiefly of two kinds : (i) the algebraic methods, (2) the diagram- 
matic method. The application of the former requires knowledge 
of various technical processes and as used by Cournot, Jevons, 
Marshall and others involves the infinitesimal calculus. The 
diagrammatic or graphic method, on the other hand, requires 
no more than an elementary knowledge of the principles of 
Geometry. The two methods are frequently combined. 

Objection against the Mathematical Method and reply 
to it. 

Mill, Cairnes, Cliffe Leslie and other object to the use of 
the mathematical method in Economics — ^the substance of their 
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objection is that the mathematical method requires exact 
numerical premisses and exact numerical premisses are not 
obtainable in Economics. In reply to these writers, Prof. 
Edgeworth may be quoted : ‘*It is necessary to realise that 
mathematical reasoning is not, as commonly supposed, limited 
to subjects where numerical data are attainable. Where there 

are data which though not numerical are quantitative 

there mathematical reasoning is possible and may be indis- 
pensable.” An important function of mathematical analysis is 
to discover relations between quantities whose numerical values 
are unassignable. 

Indirect and Direct Advantages of Mathematical Method 
in Economics. 

(1) A very important indirect advantage consists in the 
educational influence in stimulating precision both of thought 
and of expression generally in Economics and in eliminating 
errors due to sloveily and inaccurate reasoning. 

(2) As regards direct advantages the use of mathematical 
methods has brought into prominence: 

(a) the continuity of economic phenomena (as in the dia- 

grammatic treatment of the law of supply and 
demand). 

(b) the mutual dependence of different economic pheno- 

mena (e.g., supply, demand and price). 

Also the use of mathematical signs even in cases where not 
absolutely necessary provides a terse language for Economics 
facilitating exposition and making it more concise than would 
be otherwise the case. 

Prof. Seligman’s opinion '^the mathematical method is the 
abstract method pushed to an extreme ; the statistical method 
is the concrete method pushed to a like extreme” is not 
acceptable. 

Economics and the other Sciences of Man. 

The following diagram shows in a general way the place of 
Economics among the other sciences of Man (including the 
social sciences). 
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The Study of Man 
I 


Sciences of Man (as Sociology including the 

an Individual) Sciences of Man as a 

I Social Being 


Psychology Physiology , , , ^ 

Religion Ethics Economics Political Social 
or Science Anthro- 

Moral pology 

Science 

[It may be of some interest to note here the important place 
among the sciences given to Kconomips (Varta) by the ancient 
Hindu writers. 

Kaiitilya holds that foyr and only four are the sciences - 
Anvikshaki (or Philosophy), the Triple Vedas (Hindu Scrip- 
tutes supposed to be a divine revelation like the Bible of the 
Christians), Varta (or Economics consisting of the study of 
agriculture, commerce and trade) and Danda-Niti (Science of 
Government). 

The School of Manu hold that there are only three 
sciences ; the Triple Vedas, Varta and the Science of Govern- 
ment (Anvikshaki being but a special branch of the Vedas). 

The School of Brihaspati go so far as to say there are only 
two sciences — ^Varta (Economics) and the Science of Govern- 
ment (Political Science)]. 


METHODS 

In science, the word 'method', refers to the ways to be 
followed for discovering the truths of that science. In discuss- 
ing method* we have to discuss the logical processes which are 
specially appropriate in Economics, i.e., the methods of invests 

* BagehoPs remark on the utility of a suitable method for economic 
inquiries is worth quoting : *'If you attempt to solve such problemo 
without some apparatus of method, you are as sure to fail as if you try to 
take a modem military fortress— a Metz or a Belfort— by common assault ; 
you must have guns to attack the one and method to attack the other*’ 
(The Postulates of English Political Economy), 
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gation and proof which are most suitable for this science^ and 
also how the character of the conclusions is affected by them. 

The subject of methods is one of the most controversial in 
Economic Science. Economists have differed more or less about 
their ends, and naturally they have differed about methods. 
To use the words of a distinguished Italian economist,* 
your end is not the same, your means cannot fail to be 
different.'* 

The methods chiefly used by economic writers are : - 

L The Deductive Method. 

(i) The deductive, and abstract method (also called 
.synthetic, rational or a priori). It is called the deductive 
method because it consists in deducing a large number of truths 
from a few simple general laws about Man, Nature and Society, 
viz., (i) man always desires to obtain a maximum of satisfac- 
tion with a minimum of effort, risk and trouble (the law of 
the least sacrifice), (2) the law of diminishing returns from land 
(3) the law of population, and (4) freedom of competition. 

The earlier English writers on Economics, (Ricardo, Senior, 
Mill, Cairnes, etc.) known as the classical school, in theory 
professed to regard this deductive method as the only suitable 
method for studying economic questions ; though in practice 
some of them partly departed from it. 

They declared that the inductive method was unsuitable 
in Economics 

(i) because experiment was not possible in Economics, 

(ii) because the phenomena studied in Economics were too 
various and complex to be successfully studied from the induc- 
tive point of view. 

They were of opinion that the right method of study was 
deductive, i.e., proceeding from a few simple, undisputed 
general data (about man, e.g.j man's desire for wealth, man's 
aversion to labour ; about nature, e.g., the law of diminishing 
returns, etc.) to less general truths. 


Luigi Qosser-^ntroduction to the Study of Political Economy, 
Theoretical Part, Chap. VI. 
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Two schools of economio thought use the abstract method and 
have developed it largely. 

(i) The mathematical school as represented by Cournot, Jevons, 
Marshall, Irving Fisher and others. 

(ii) The psychological or the Austrian school which specially 
studies the theory of value by thorough-going psychological analysis of 
human desires. 

II. The Inductive and Concrete or Realistic Method 

(also* called empirical, or a posteriori). This method in 
economics, consists in observing carefully particular social facts 
(whether in the present as indicated by statistics, or in the past 
as recorded in history), and then establishing general economic 
laws from an examination of these Particular facts. (In deduc^ 
tion we reason from the general to the particular, from the more 
general to the less general ; in induction we reason from the 
particular to the general, we prove the general law with the help 
of known particular truths and facts). The inductive method 
in a special form is also called the historical method because it 
studies the economic institutions of each nation from the his- 
torical point of view. 

This method was preferred by the German school, or more 
strictly the German historical school (Roscher, Knies, Hilde- 
brand, etc.), by ClifiFe Leslie and others in England, and by 
some of the best writers in the United States. The use of the 
inductive method in Germany was a reaction against the 
extreme and one-sided emphasis laid upon the deductive method 
by the English classical economists. Too much of deduction 
led to a movement in favour of induction. 

According to some of the extreme inductive and historical 
writers, the inductive method is the only method for economic 
science. "Political Economy has not yet reached the stage 
of a deductive science." (Cliffe Leslie). "The fundamental 
laws of the economic world are still imperfectly known and can 
be known only by patient induction.*^ 

A critical examination shows that each of these methods 
has its merits and defects. 

3 
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L (A) Merits of tke Deductive MethcNdL 

(1) Within its sphere, it is extremely effective* From 
a few general premises about Man, Nature and Society, numer- 
ous valuable conclusions can be and have been derived. The 
deductive method as used by classical economists has been very 
fruitful in the past, and in certain spheres of economic 
inquiries (e.g., exchange and distribution) it is still of great 
value. 

( 2 ) Deduction has also often to be used for making more 
exact the conclusions established by induction. Deduction thus 
perfects induction. 

( 3 ) Its simplicity and ^precision. 

* To many the simplicity of this method is an attractive 
feature. It is much simpler to deduce particular truths from 
a few simple general laws than to establish general laws by 
induction from numerous particular facts and truths. It is 
because of this simplicity that this method was used almost 
exclusively in the early stages of the development of economic 
science, and is used even now so largely. 

The results arrived at by the use of the deductive method 
are generally precise, clear-cut and well-defined. (Care must 
be taken however that an apparent simplicity and a superficial 
precision are not achieved at the expense of accuracy. That 
would be disastrous). 

(B) Defects of the Deductive Method. 

The deductive method has its characteristic defects. To 
quote Prof. Nicholson t 

^^The great danger of the deductive method lies in the 
natural aversion to the labour of verification/* 

(i) The classical economists, for example, arguing deduc- 
tively from insuflScient premises declare that certain laws are 

♦To Caimes, a great deductive economist, "the rnethod of deduc- 
tion is incomparably, when conducted under the proper checks, the 
most powerful instrument of discovery ever wielded by human intelli- 
gence.^' 

t Nicholson— Princi/>les of Political Economy, Vol. I. 
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true universally and permanently, in all countries and at all 
times. Many such laws are not supported by facts — facts are 
often neglected by those who advocate exclusively the deductive 
method. They are not universally and permanently true, these 
laws may be true in some countrks and at some periods but 
they are not true in all countries and at all times. 

The universality and permanence often attributed to 
economic laws by many deductive writers {who often neglect 
facis)»— these are defects. 

(2) Deductive economists in many cases forget that so far 
as their premises are wrong or insufficient, the conclusions 
must be false ; and forgetting thi^ they arrive at economic 
laws not agreeing with facts and experience. We must call^ 
in the help of induction to test by verification the results of 
deduction. 

Prof. Gide remarks: ^*The mistake of the classical school 
did not consist in too frequent use of the abstract method, but 
in having too often mistaken the abstraction- for the reality.** 
For example, after having invented its ^economic man* supposed 
to be prompted solely by economic motives, selfish motives, 
the error of the classical school lay in almost believing in the 
real existence of such an imaginary being (a mere abstraction) 
and in his existence alone in the economic world and in 
deducing economic laws which were not in accordance with 
facts. 

It is not the deductive method that is to be condemned 
but a hasty, dogmatic use of it. 

(3) The deductive method is now more carefully used, and the 
limitations relating to the premises and conclusions are better kept 
in mind by recent writers who come after the classical school. 

Still even now, deduction alone is inadequate for the following 
among other reasons ; 

(a) The data or the first principles of the science cannot be ascer- 
tained with quantitative exactness. 

(d) The circumstances which modify in every society the operation 
of laws deductively obtained, cannot be known by the deduc- . 
tive method, and are known by induction. 
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11, The Inductive Method, 

(A) Merits. 

(x) The great merit of this method is that it bases itself 
upon facts. It avoids the neglect of facts, of experience, often 
found associated with the other method. In close touch with 
realities, it proceeds from particular facts to general laws. 

(2) It is a very valuable, an indispensable auxiliary of 
the deductive method. By referring to facts, it tests and cor- 
rects the foundation and the conclusions of the abstract method 
of deduction. For example, it shows that the theories of the 
older deductive economists are stated too universally and under 
the assumption that man is invariable and unchangeable in 
f character, and that these theories have to be considerably 
modified when applied to different groups of men under different 
sets of circumstances whether in the same country or in differ- 
ent countries in different times. 

{3) “It is also a means of verifying the existence of perturbing 
causes, of gauging their intensity or at least of discovering the empirical 
laws of their variation*’ (Cossa).^ 

(4) The inductive method in its historical form helps us 
to do justice to the mistaken theories of by-gone ages. By 
the very importance which it gives to facts, it shows how a 
different set of facts in an earlier time may have given rise to a 
different set of theories. A more just and tolerant attitude 
towards th^ errors of the past is thus secured and the elements 
of truth in them also get recognition. 

(B) Difficulties and Drawbacks of the Inductive Method, 

These difficulties and drawbacks are many, and some of 
them are of considerable importance. 

The chief danger of the inductive method is that general 
laws are often neglected, facts may be accumulated without any 
rational system of classification and generalisation into laws, 
and so we may not go beyond a mere collection of raw materials. 

(i) Some writers of the inductive and historical school 
have a tendency to neglect those permanent relations amd 
general hxws which are to be found imder the changing condi- 
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tions of economic life. They run the danger of making Eco- 
nomics purely descriptive. 

Now mere description cannot constitute a Science. Eco- 
nomics is a Science of cause and effect and consists of laws. 
And in the advanced stages of the Science deduction* becomes 
an absolute necessity to complete the work done by induction, 

(2) The inductive method is less useful in the social 
science of economics, than in the natural sciences like Physics, 
Chemistry, etc., chiedy l>ccause (a) the social phenomena studied 
in Economics are more difficult to observe than the phenomena 
of physical sciences as social facts are very complex (b) experi- 
ment, that ‘particular method of observation under pre-arranged 
circumstances* which is so fruitful in the physical sciences — • 
this ‘experimenting* is difficult, and almost impossible in 
Economics (because of the large interests at stake, and the great 
aiTiounts of human happiness and welfare involved in the making 
of such economic experiments in a large modem state with its 
vast population and varied problems). 

(3) The inductive method is inapplicable in many cases 
because of the plurality of causes and intermixture of effects, 
{Plurality of causes means that the same eflFect may be produced 
on different occasions by different causes ; the intermixture of 
effects refers to the mixing of effects produced by many causes.) 

This difficulty is avoided in the physical sciences by the 
use of experiments. But as already pointed out, the scope for 
experiments is very limited in economic science. (So here 
deduction is wanted). 

(4) Many of the problems of political economy are 
■complicated by the relation of mutuality — economic phenomena 
in many cases mutually determine one another. It is impossible 
to deal with these relations of mutuality by induction alone. 
(Here again deduction is wanted). 


It IS, in fact, in proportion as a science becomes deductive and 
enables us to ^asp more and more apparently unconnected facts under 
the same law that it becomes perfect" (Jevons). 
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Condiiifioii on the subject of Method. 

(i) Marshall* s view,^ 

So either the deductive method or the inductive method 
alone is not quite satisfactory ; and the true and proper method 
for economics is a combination of these two methods. The 
best modern writers, (Marshall, Wagner and Schmoller and 
other leading authorities) are agreed on this point. 

Marshall quotes with approval the remark of a .great 
economist * ^Induction and deduction are b oth-joeeded for scienti- 
fic thought, as the right and left foot are both, needed for walk- 
ing.^i The true solution of the problem' of method is thus not 
deduction or induction, hut deduction and induction. In some 
•economic questions more deduction is required than induction 
and in other questions more indiictipn than deduction. 

Different methods are appropriate in economics according 
to the materials available, the stage of investigation reached 
and the object in v‘ew. 

For example, a greater use of the inductive than of the 
deductive method is required in treating of the subject of 
production of wealth. The deductive method is more pronii* 
nent in the general (classical and neo-classical) theory of 
distribution and exchange. 

(It ia noteworthy that the difference between the deductive and the 
inductive writers on the question of method is largely a question of 
theory. In practice the deductive writers often use the inductive 


• **Each study supplements the other : there is no rivalry or opposi- 
tion between them; every genuine student of economics sometimes uses 
the inductive method and sometimes the analytical and nearly always 
both of them together. 

The generation of economists which is now passing away has 
worked through controversy as to method, to the extinction of that 
controversy. It has established the harmony between the study of facts 
and of ideas .... It . has done much towards completing the main 
lines of qualitative analysis; but it has not grappled at close quarters 
with the difficulties of quantitative analysis. “Qualitative** and ‘Quanti- 
tative** analysis are terms borrowed from chemistry. Quautative 
analysis tells the iron-master that there is some sulphur in his ore,. 
. . , . he needs quantitative analysis, which will tell him how much 
sulphur there is in the ore. And so it is also in economics. Mere 
qualitative analysis * . . . will not show the resultant drift of economic 
foTcts/*— Memorials of Alfred MarsheOl, edited by A. C. Pigou, 1925, 
pages 309-310. 
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method— Mill does this in his theory of production and in his treatment 
of peasant proprietorship and Caimes in his Slave Power and in his 
discussion of the effect of the gold discoveries. And the inductive 
writers use deduction.) 

(ii) The views of Wesley C Mitchell and Sir Josiah Stamp. 

Sir Josiah Stamp, a distinguished British economist, holds the 
following opinion — '‘It is my view that the analytical method in the line 
of Ricardo, Mill, and Marshall has, for the time being, at any rate, 
reached the limit of its usefulness, and that no striking advance can 
be made thereby from the ground now occupied. I do not think, more- 
over, that the refinements and extension of it in the mathematical or 
Cambridge School is likely to lead to important results. Certainly 
inductions by the Historical School must be so broad, and so lacking in 
touch with modern data, that they will yield only a small contribution 
to the constructive problems of the momept. 

I believe that for the next advance we must depend upon realistic 
statistical investigation and verification, and that we stand on the thres- 
hold of a new method, which of general application (Sir Josiah Stamp, 
'^he Statistical Verification of Social and Economic Theory), 

Wesley C, Mitchell, one of the chief leaders of American economic 
thought to-day, maintains strongly that the statistical method will trans^ 
form economic theory, will render obsolete the work of Dr, Marshall 
and others — “the development of statistical method may be expected to 
make more radical changes in economic than it makes in physical 
theory.** The statistical method suitably used is expected to provide 
adequate factual data for the new economics to be based upon sound 
factual foundations. “As raw material accumulates and as detailed 
results are co-ordinated, with recognised apparatus and outside support, 
the new students who are to advance the science must be increasingly 
directed along the appropriate lines if they are to help in establishing 
economics as a quantitative science.** “In so far as they accomplish 
this aim,** says Mitchell, “they will in transforming the subject make 
obsolete not only the qualitative work of Dr. Marshall and others, but 
also the crude beginnings of quantitative work which their elders are 
producing** — (Quoted by Sir J. Stamp, The Statistical Verification of 
Social and Economic Theory), 

A suggestion. 

Many will be inclined to think that the method of Marshall and the 
method of Mitchell both have and will have their uses in economics, 
present and future. 

Prof. Pigou*8 work in continuation of the work of Prof. Marshall 
shows that the largely anal 3 ^cal method (qualitative analysis) of 
Ricardo, Mill and Marshall still performs useful services. The statistical 
method (quantitative analysis), as exemplified in Prof. Mitchell’s notable 
contributions, shows the important uses of quantitative analysis, applied 
in the light of institutional preconceptions. 
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The Postulates and Azbuns of Economics. 

' ^ 

Various attempts have been made to enumerate the chief 
assumptions of ISconomics, those axioms and posiuiates which 
are assumed in Economics, and which form the basis of eco- 
nomic reasoning. 

Bagehot’s Postulates. 

Bagehot, an English economist, wanted to discuss tinder 
the name ‘'The Postulates of English Political Economy*' the 
assumptions of Economics as developed in England, and to see 
how far they are valid. He has examined two of these postu- 
lates (i) the transferabilitf of labour, i.e. the economic assump- 
1:ion that labourers move freely from employment to employ- 
ment ( 2 ) the transferability of capital i.e. the assumption that 
capital moves freely from one industry to another. ^ 

He points out that the hrst postulate assumes the existence of four 
conditions (i) the existence of diiSerent employments for labourers to 
move from one to another (ii) the existence of a strong government 
capable of maintaining peace and order within the country (iii) the 
nation must be able to defend its independence against other nations 
without a military system dependent on localised and immoveable 
persons (iv) there must be no competing system of involuntary labour 
interfering seriously with the free labour and its movement from one 
employment to another. As regards the second postulate, its applicabi- 
lity depends upon the existence of the following conditions (i) supply 
of capital at the hands of persons who may desire to transfer it 
(ii) labourers who can be transferred from one employment to another 
employment (iii) development of exchange (iv) existence of a good 
medium of exchange t.c. a good money (v) the means of shifting money 
from trade to trade. So Bagehot* s postulates depend upon certain condi- 
tions and as all these conditions are not found in all states of society 
(e.g. in England before the Industrial Revolution, in India before the 
present economic transition and to a certain extent even in India of the 
present day etc.) these postulates are not universally applicable and 
Bagehot himself admitted this. Bagehot did not live to discuss the 
other postulates of Economics. 

Recent developments relating to Rationalisation and vast 
industrial combinations mean serious modifications in practice 
of the theoretical assumptions relating to transferability of 
labour and capital 
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Other Writers and their Postulates and Axioms. 

Other writers have given fuller lists of the premises of 
Political Economy, consisting of axioms and postulates. Some 
of these are : 

(1) Postulates about physical law, viz. The Law of 
Diminishing Return. The earth is of limited extent and ferti- 
lity and it is under the operation of the law of diminishing 
return. 

(2) The Law of Population. Population tends constantly 
to increase at a faster rate than the supply of food can be 
increased. 

(This postulate is being falsifiecj by the present trend of 
population in Europe and America). 

(3) Postulates about tlje psychological basis of Economics, 
(a) The Law of Diminishing Utility — ^the utility afforded by an 
additional unit of a commodity to a man diminishes with every 
increase in the amount possessed by him. (b) The Law of the 
Least Sacrifice — ^man seeks the greatest gain. in return for the 
least possible expenditure of effort, sacrifice and risk. 

(4) That there is freedom of competition. 

(5) That there is a sufficient knowledge of the market for 
exercising properly this freedom. 

This list of axioms and postulates is not by any means 
exhaustive ; and many more can be added. 

Again it must be remembered that some postulates (e.g. 
the postulate about freedom of competition) must be consider- 
ably modified in discussing the theory of international value or 
the effects of monopoly or as regards industrially backward 
countries like India and China at the present day. 

History of Economic Thought. Modem 
Economic Schools. 

It is necessary to give here a very short sketch of the 
history of economic ideas in Europe and elsewhere, because 
occasional historical references to these ideas will have to be 
made in the course of the present work. The history of eco-* 
nomic thought in Asia still remains largely unexplored— but 
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ancient China, ancient India are known to contain exceedingly 
valuable materials and offer splendid fields of research to in- 
' tending investigators. 

Scientific schools of Economics are not found in Europe 
in ancient times and in the Middle Ages. Still a brief notice 
of economic ideas even in those times will be of some interest 
in connection with the history of economic thought. 

1. (A) Economic Ideas in ancient India. 

The history of economic ideas in ancient India is enor- 
mously rich and fruitful in many respects — ^it is divided into 
different periods as ancient India passed by stages from the 
mainly pastoral and agricyltural stage of the Vedas to a stage 
which combined agriculture with extensive manufactures and 
commerce (home and foreign) under powerful, well-established 
governments like those of Chandra-Gupta (Sandrokottus of the 
Greeks) and Asoka. Kautilya, the Indian contemporary of 
Aristotle, was the Prime Minister of Chandra-Gupta, the great 
Indian Emperor ; and Kautilya was much more advanced in 
his economic ideas than even the great Aristotle (Aristotle who 
in a sense may be regarded as the father of European economic 
and political science) — for Aristotle and the Greeks condemned 
interest, trade and exchange while Kautilya recognised their 
use and importance in the economy of national life. Kautilya^s 
views on slavery and women are also much more liberal than 
those of Aristotle. 

The ancient Hindu writers highly esteemed agriculture, but 
many of them also realised fully the great place of mining, 
manufactures, trade and commerce in the economic life of the 
community — ^and in this they not only surpassed Aristotle and 
the ancient Greeks and also the ancient Romans but even the 
Physiocrats of much later times who gave exaggerated import- 
ance to agriculture and unduly neglected and deprecated 
commerce and manufactures. 

(B) Economic Ideals in ancient Europe. 

(a) The Greeks. 

The three Greek writers who are of most interest to the 
economist are Plato, Xenophon, and Aristotle. 
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The Greeks always made their economic researches a sub- 
ordinate part of their political or moral philosophy. 

They defended slavery as an economic institution ; appre- 
ciated the advantages of division of labour : but condemned 
commerce and trade and the taking of interest. 

(b) The Romans. 

The Romans derived their economic ideas almost entirely 
from the Greeks. They condemned interest, commerce and 
trade. Agriculture was highly esteemed. 

Roman law (the corpus juris civilis) gives us a large amount 
of information about economic institutions and conditions in 
ancient Rome. * 

IL Economic Ideas in the Middle Ages of Europe. 

The schoolmen and the clergy of the Middle Ages (i) 
condemned usury as opposed to the teaching of the Bible (2) 
and enunciated the doctrine of just price i.e,, the price of every 
commodity should be such as to enable its producer to live in 
accordance with the accepted standard of living of his class. 

III. Economic Schools in Modem Times. 

In Europe, Economics in a strictly scientific and systematic 
form, begins with the Physiocrats. The Mercantilists though 
not strictly scientific and systematic preceded the Physiocrats. 

I. The Mercantile restriction, or commercial system 
(known also as Colbertism). Mercantilism was not strictly 
a school of economics worked out systematically by a body of 
political economists ; rather it meant the practical economic 
policy followed by statesmen (a.g. Colbert in France, Cromwell 
in England) and explained and justified in fragmentary works 
by several writers. 

The discovery of mines of precious metals in America made 
Spain immensely wealthy ; and this induced other nations e.g. 
France, England, Italy to make investigations as to how they 
also could acquire gold and silver without having mines. The 
Mercantile system proposed to investigate how a state without 
mines could acquire gold and silver by the regulation of foreign 



44 OUTLINES OF ECONOMICS 

trade by the Government. According to mercantile writers, 
this was to be done by the state encourasement of home manu- 
factures, and exports and by making the exports larger than 
the imports, and then importing money* from foreign countries 
in exchange for these excess exports. 

Some of the leading ideas of the Mercantile System were 
thus (i) to increase the quantity of the precious metals within 
the country hy maintaining an excess of exports ( 2 ) to encourage 
manufactures even at the expense of agriculture (^) to do these 
things hy strict regulations laid down hy the government. 

The Mercantile System was intensely political. It regarded 
material goods with reference to the political power of the state. 

‘‘The essence of the system lie 3 **;in the total transforma- 
tion of society and its organization, as well as of the state and 
its institutions, in the replacing of d local and territorial eco- 
nomic policy by that of the national state.'' (The Mercantile 
System — Gustav SchmoUer). 

The system was dominant in Europe from the sixteenth 
century to the middle of the eighteenth century. 

2. The Phyeiocratic School. 

In Europe, the first scientific school of Economics, strictly 
so called was formed by the Physiocrats of France. Quesnay, 
Gournay, Turgot, were the principal Physiocratic writers. 

The Physiocrats marked a strong reaction against the 
Mercantile Systentr— -they specially criticised the mercantilist 
idea of Government regulation of industries and trade. 

They taught (i) that the physical world and also human 
society are subject to natural laws, and that if men follow these 
natural laws, their mutual relations would be regulated accord- 
ing to the principles of justice. The Physiocrats therefore pro- 
claimed the doctrine of laissez faire (i.e, the Government should 
not interfere with industries and trade), declared that industries 


• The mercantilists thus attached very great importance to monev 

(the precious metals) in foreign trade, perhaps they exaggerated the 
importance of money but it is not correct to say that they regarded only 
the prepious metats as wealth. 
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and trade would flourish best under natural laws without inter- 
ference from the Government. 

They advocated free trade* 

(2) The Physiocrats also maintained that only agriculture 
increased the wealth of a country^ and yielded a net surplus 
{produit net) over the expense of production, and that manu- 
factures and commerce merely changed the form or position of 
raw materials and so were barren {unproductive) and did not 
increase the wealth of the country by any net surplus above the 
expenses of production. 

(3) As they held the opinion that only agriculture was 

truly productive and the sole ultimate source of wealth, they 
naturally formed the conclusion that the revenue of the state 
should be raised by a single direct tax {the impot unique) levied 
upon land. . 

The advocacy of laissez faire by the Physiocrats supplied 
a much needed corrective to the mercantilist doctrines of the 
time ; but the Physiocrats erred in attaching an excessive im- 
portance to agriculture. 

Adam Smith. 

Adam Smith, the great Scotch economist, developed the 
doctrines of the Physiocrats, and in many cases supplied the 
required qualifications. 

(1) He advocated the system of natural liberty — based on 
individual liberty ; he held that the individual pursuing his 
own interest* freely and without restriction from the Govern- 
ment would indirectly promote the welfare of all ; and his 
crushing criticisms of the Mercantile System and powerful 
defence of free trade mark a very important stage in the history 
of European economic thought and practice. 

(2) He avoided the Physiocratic mistake of making agri- 
culture the sole ultimate source of wealth, and recognised the 
productive character of manufactures ; but still he showed some 


*It has been humorously remarked of Adam Smith that he ''seemed 
to think there was a Scotsman inside every man.” The reference is 
of course to the important place which individual self-interest occupies 
in his economic theory. 
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partiality for agriculture, and declared that > in agriculture 
nature helps man. 

(3) He is also one of the greatest theorists on finance. 

His most famous book “The Wealth of Nations" has exert- 
ed greater influence on economic theory and practice than any 
other single economic treatise. “The life of almost every one 
in England — perhaps of evety one is different and better in 
consequence of it" (Bagehot). 

3, The Claasical or Deductive School. 

This school is sometimes also referred to as the Ricardian 
or English school ; and some of its most important writers are 

Ricardo, McCulloch, James Mill, J. S, Mill and J. E. Caimes. 
(• 

(i) All these writers very largely. use the deductive method. 
For them Economics is a Science, its scope is theory and not 
practice. 

(ii) They are all more or less pessimistic about the future 
of the working classes. 

Malthus does not strictly belong to the Deductive School 
for his own method is largely inductive. 

Malthus's chief work in economics relates 

(1) His theory of population ; how population tends to 
increase faster than subsistence. 

(2) His imix)rtant contribution to the so-called Ricardian 
theory of rent. 

Ricardo's name is specially famous for his theory of rent 
known after him as the Ricardian theory of rent, his theory 
about the international distribution of money, his theory of 
value as based upon labour and other important contributions 
to the theory of distribution and exchange. 

John Stuart Mill began as a strict follower of Ricardo , — 
as regards the theory of distribution and exchange, specially as 
regards rents, profits and value ; and was at first a staunch 
advocate of laistez faire, but later on he developed in different 
directions, and specially in the direction of Socialism. 
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4 . The Historical or Inductive School. 

This school rose in Germany in the middle of the 19th 
century, as a reaction against the Classical School. Some of 
its principal writers are Roscher, Knies, Hildebrand, Schmoller 
in Germany, Cliff e Leslie in England and others in America. 

Instead of deducing economic laws from a few abstract 
general principles, the Historical School pays special attention 
to tracing the concrete hisioricU development of economic life 
in its different stages^ it maintains that economic laws are not 
universally true in all times and places but that there are 
different classes of economic laws which are true in different 
stages of the economic life of a nation, (This is what is meant 
by the relativity of economic doctrines). 

(a) This School prefers the inductive method, (b) Thc^ 
historical writers generally give Economics a more extended 
5cope than is usual with the English economists — they make 
Economics treat of what is as well as what ought to be. They 
hold that Economics has a high ethical task, and they power- 
fully emphasise the direct intervention of the state as a factor 
in the realization of the ideal. 

5. *The Socialist School. 

Socialism is essentially a protest against the principles of 
private property, indiscriminate competition and laissez faire. 

Socialism is a powerful and growing force. It has its 
followers in millions, among the labouring classes of almost all 
countries in Europe, in America, even in Japan — though not 
of much importance yet in India. It has an appreciable 
following among the most highly cultured sections, among 
artists, men of letters, and men of science in Europe, also in 
America. 

The Socialists maintain that the present economic and 
political organization of society is seriously defective, economu 
cally it is wasteful and inefficient, and ethically it is immoral 


*For an examination of the sodaliat criticism of the Modem 
State, and of the constructive programme of Socialism, refer to the 
-chapter on Socialism. 
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because it gives too much of wealth to the rich and too little 
to the poor ; and that it is not the result of liberty, but it is 
the result of injustice and plunder by the more powerful social 
classes. 'They declare that the principles of private property 
and free competition (on which the existing social organization 
is based) in practice concentrate wealth in the hands of a few 
rich persons, and keep the vast majority of the people in chronic 
hopeless poverty, and thus lead to great sufferings and mani- 
fold social maladies. 

Different remedies are advocated by different classes of 
socialists : 

(i) Communists demand the abolition of private property 
in all kinds of wealth. They maintain that all wealth should 
•be the common property of all persons. 

(ii) Collectivists demand the abolition of private property 
only in the instruments used for the production of wealth e.g, 
land, capital ; but not as regards wealth which is not used in 
production. 

(iii) Land Nationalisers are those socialists who are for 
abolishing private property only as regards land. 

As regards plans for the future socialist state which is to 
succeed the present system, socialists may be divided into two 
chief classes : — 

(i) Utopian Socialists (the older writers More, Saint- 
Simon, Fourier, etc.) who are for constructing a new Socialist 
State according to some abstract conception of justice. 

(ii) The so-called Scientific Socialists (Marx, Lassalle, 
Engels etc.) who refuse to indicate clearly the exact organiza- 
tion of the future socialist state ; but who declare that some pro- 
minent features of the present social system e.g. production on 
a large scale, trusts, the development of public services like 
State railways, municipal tramways, waterworks etc., are the 
preliminary symptoms of the future socialist state, which is 
thus contained in an embryonic form in the present social 
organization. 

There are evolutionary Socialbls who believe that the 
socialist state will be established by gradual evolution. 
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RevalutioHary Socialists believe that the socialist state 
will be brought into existence only after a violent and bloody 
revolution. 

In the fully developed Socialist State, private property and 
free competition between individuals are to be replaced by 
government ownership of land and capital and government 
management of all industries (agriculture, manufacture, mining, 
commerce, etc.) and a just distribution of wealth among the 
citizens under government control. 


State Socialism. 

State socialism is hot the socialise of revolutionaries plan- 
ning the overthrow of existing states and institutions and the , 
establishment of the Socialist State ; it rather stands for the 
tendencies of existing gov^nments to extend their functions. 
State socialism seeks to benefit labourers by old age pensions, 
workmen*s insurance and other measures, one of the objects 
being to conciliate the labouring classes and thus to prevent 
them from becoming revolutionary socialists. It has been 
described as curing socialism by inoculation. This form of 
socialism has been largely advocated by writers of the Historical 
and Inductive School in Germany. 

Schools classified according to nationality of writers. 

Economic Schools have been also classified according to 
the nationality of members ; the principal schools classified in 
this way are the following : 

( I) The English School* 

The English Classical or Deductive School is only one 
among many groups of writers belonging to the English School 
of Political Economy. The history of the English School from 
the days before Adam Smith to the present time is a very 
important part of the history of economic science. (For the 
Classical School see page 46) . 

The Manchester School* 

The men of the Manchester School were generally in favour of W 
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policy of UUssez faire (non-interference by goyeminent) in industry and 
trade. The, Anti-Corn Mw League agitation resulting in the triumph 
of free trade in England was their greatest practical achievement. The 
school favoured a pacific foreign policy — ^peace, non-intervention in foreign 
political affairs, and reduction of military expenditure were some of its 
watchwords. Peace is the end, and free trade is the means to that end. 
The charge that the Manchester School desired to cut off the connection 
between the mother country (Britain) and the colonies is not strictly 
correct. As regards factory legislation, it was opposed to laws which 
interfered with the freedom of contract of adult labourers, but it 
approved the laws for the protection of young persons. 

The twin leaders of this school Cobden and Bright were men of 
action, rather than students, though they were both. The school is 
gone, but England, in some ways at least, is the better for it. 


( 2 ) The Germcm SchooL 

The German School has also a long history. The German 
Economists fall into different groups, one of the most importarft 
of which is the Historical School with its different branches. 
(For the German Historical School see page 47). 

( 3 ) The Austrian SchooL 

The Austrian School of Economics, so called from the 
nationality of its members, uses the deductive method and treats 
the doctrine of value as the cardinal point of economic theory ; 
their great contribution to Economic Science is the final utility 
theory of exchange value. 

{4) The American SchooL 

The term American School has been sometimes applied to 
Henry Carey and his followers ; they reject the Ricardian 
doctrine, and the Malthusian theory of population of the English 
School. They hold that value is determined by the cost of 
reproduction and they advocate protection. These doctrines are 
connected with the special conditions prevailing in a new and 
flourishing country like the United States. 

Among recent American writers will be found adherents of 
the Austrian School, and also of the Historical School. The 
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School of “institutional economics” in the United States 
requires prominent mention — it is considered in pages 53 — 54. 
There are also writers belonging to no school in particular and 
trying to combine the best methods and the results of different 
Schools. 

And this is the case in all countries with many of the best 
economists of the present day. 

India. 

For some hundreds of years, India has been in a condition 
of arrested development, suffering from a sort of paralysis, eco- 
nomic, political and social ; and so in modern times (excluding 
some recent work) India has not mucli to show in the way of 
original economic thought, certainly nothing comparable to the 
magnificent pioneer work of* ancient India. It is time and more 
t^an time for Indians to wipe out this blot and reproach. 

Present condition of Economic thought. 

A characteristic and most welcome feature of present-day 
economic thought in all countries is a note of wide catholicity 
— the attempt to take a broad view of things and utilise elements 
of truth from all quarters and schools. 

The best recent writers in their economic work try to com- 
bine the peculiar excellences and truths of the different schools 
(viz,, the deductive school, the inductive school, the analytical 
school, the statistical school and other schools) while at the 
same time avoiding their weaknesses. . 

For example, as regards method these writers use the 
deductive method, or the inductive method, or both, according 
to the nature of the particular economic investigation in which 
they are engaged. The utility of the historical method in its 
proper place is fully recognised. Also the high value and 
increasing importance of the statistical method. The writers 
of the Classical School in their economic reasonings use the 
conception of the "economic man’ who in his economic relations 
is supposed to be moved only by his material interests — ^recent 
writers have replaced the excessively artificial conception of 
the 'economic man* by that of the "normal man* The normal 
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man is the product of the family and society in which he is 
brought up, and he may have a family of Ws own, of which 
again he is a product. 

As regards scope, they recognise that the scope of Eco- 
nomics is not restricted to studying the economic man guided 
entirely by enlightened self-interest and not influenced in the 
least by political and ethical impulses, and they also realise that 
though the phenomena of Economics cannot be completely 
isolated from those of other social sciences like politics, and 
ethics. Economics must be studied as a separate branch of study 
because without specialisation and division of labour systematic 
and accurate results cannot be achieved in any branch of know- 
ledge. 

Similarly as regards other questions. For example, on the 
question of value, current economic thought combines the ele- 
ments of truth in the ^cost of production' school and the ‘utility' 
school and thus arrives at a truer theory of value. 

European and American economists who have developed 
modem economic science have so far based and developed it 
on the economic, social and other conditions (relating to the 
individual, the family, the ^ilass, the nation and the state) as 
existing in Europe and America. Modern Economics in its 
future development must be more catholic and comprehensive, 
it must take note also of different economic, social and other 
conditions affecting the economic life of the community in the 
old, civilised parts of Asia which are undergoing economic 
transformation by conta^ct and conflict with the West — patient 
China with its ancient industrial civilisation, India with its 
joint-family and caste system, its strongly-rooted co-operative 
and communal instincts, and institutions. And to this work 
Indians must contribute their full share. 

*.Some important economists— Marshall, Clark, Veblen, 
Mitchell, Cassel, Spann, 


• Refer to Professor Suranyi-Unger, Economics in the Twentieth 
Century, 1931, P. T. Homan’s Contemporary Economic Thought, 1938, 
Haney’s History of Economic Thought and other good books on the 
history of recent economic theory. 
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Marshall. 

From the appearance of his Principles of Economics, tSgo 
to his death in 1924, Marshall occupied a position of 
unchallenged supremacy among English-speaking economists. 
A short summary of Marshall’s notable work is given in 
the end of vol. i of this book. Marshall has developed 
the old English classical tradition in economics, has made 
very important new contributions to economic knowledge, has 
given- economic science a new unity which it did not formerly 
possess. His followers have been sometimes called the Neo- 
classical School. 

Clark. 

Prof. John Bates Clark# is generally recognised as the most 
distinguished of the American economists who follow the 
classical tradition. Many economists agree with Professor 
E. R. A. Seligman’s judgment that Clark’s writings have 
** earned for him the reputation of being one of the five or 
six great Anglo-Saxon theorists of the nineteenth century, 
putting him on a level with Ricardo, Senior, John Stuart Mill, 
Jevons, and Marshall.” 

Veblen. 

Professor Thorstein Veblen, the founder of the school of 
* ‘institutional economics” in America, is a chief contributor to 
the literature of dissent from the classical tradition. 

“The classical tradition was to take institutions for granted 
and to reduce human nature to a matter of rational calculation. 
Veblen insists on a realistic view of human nature so far as 
modern psychology throws light upon it, and on investigating 
the origin and nature of the institutions through which the 
economic side of the life process functions.” .... He insists, 
however, that it is economic theory, the theory of the process 
through which economic activity takes place. And he presses 
the point further, by holding that what is ordinarily included, 
in economic theory, systems of logic and schemes of normality, 
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are no more than obsolescent aspects of a bygone habit of 
scientific thought.*’ 

Mitchell. 

After Thorstein Veblen, W. C. Mitchell is a chief leader 
of a considerable body of younger American economists, 
belonging to the school of "institutional economics”. Like 
Veblen, Mitchell bases his economics upon psychological founda- 
tions, supplied by modern psychology, and rejects the old 
hedonistic psychology. His central conviction is that the eco- 
nomist’s appointed task is to examine the nature and function- 
ing of social institutions.^ His method is that of quantitative 
analysis. He believes that in dealing with social phenomena, 
^our one sound and impartial source of information is statistics. 
"In economics as in other sciences \&e desire knowledge mainly 
as an instrument of control. Control means the alluring possK 
bility of shaping the evolution of economic life to fit the deve- 
loping purpose of our race.” 

•Ca.iel. 

Gustav Cassel, a Swedish economist of international vStand- 
ing, has done important work in monetary investigations, has 
developed the purchasing power of parity theory, has ably 
discussed the causes of the world economic depression. He 
criticises the theory of marginal utility as barren and empty and 
rejects as well the whole theory of value. 

* Gustav Cassel. 

“Cassel vshows the influence of the Marburg school when he criticizes 
the theory of marginal utility as barren and empty and throws overboard 
as well the whole theory of value which had led to some quibbling. 
His explanation of all economic phenomena is the unitary principle of 
scarcity upon which he tries to build, with the help of his objective 
attitude, a purely logical structure of economics. Cassel was also 
influenced by positivistic and pragmatic theoi^^ as well as by the realism 
of Alois Riehl and Oswald Kiilpe, and endeavoured to reject from 
economic theory all the traditional elements which, in his opinion, did 
not further the knowledge of the logical and partly mathematical rela- 
tions of real economic phenomena **-^uranyi-Unger, Economics in the 
Twentietfi Century, 1931, pages ai*aa. 
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* Spann. 

Othmar Spann is a leading German economist of great 
influence. He develops ''a universalist-organic and idealist 
doctrine contrasting with the atomist — individualist and mate- 
rialist doctrine of Smith, Ricardo, Say, Ran, Menger, and 
Jevons*’ — Othmar Spann, Types of Economic Theory, Preface 
to the sixteenth edition. 


Summary. 

1. Srape ^I JEconomio. 

I. ^Economics is partly a Science concerned with what is; and it is 
partly an Art, concerned with what ought to be. It has thus a theo- 
retical and also a practical branch. « 

Modem Economics studies not the ‘economic man/ that imaginary 
abstraction of some earlier writers; it studies normal men, real men' 
as they live and move in the ordinary business of life. 


* Othmar Spann. 

“Spann attempts to utilize the buried treasures of German idealism 
for a reform of economics. I/ike some other representatives of modern 
science and poetry, Spann has recourse especially- to Romanticism, the 
culmination o[ idealism, and opposes its universalism to individualism in 
economics. In the new psychology Spann examines Dilthey, Franz 
Brentano, Ehrenfels, Meinong and Kiilpe, in the philosophy of history 
Lotze, Windelband and Rickert, and perceives in the achievements of 
these men a more and more marked transition from mechanism and 
causality to an attitude which is both organic and teleological 

Spann constructed his system by interweaving his organic and 
teleological thoughts with the main tendencies of German romanticism 
especially that part which consists of his doctrine of categories in which 
his universalistic philosophy is especially noticeable. According to this, 
the statement of individualists that the part comes before the whole is 
untrue. The prevalence of this attitude is even an “unspeakable mis- 
fortune** and the knowledge which it produces is barbaric, teaching a 
negation of life, truth, spirit and God. The fallacies to which this 
philosophy leads are atomism, mechanism, individualism, capitalism, 
socialism of the future and sensualism. To this Spann opposes his first 
and most important category of being, that of the whole, in which he 
sees the only correct attitude for metaphysicians and sociologists. The 
whole, according to Spann, has in itself no existence; it is', however, 
superior to its members : it comes into being with the members, but 
does not perish with them. Spann derives his other categories from that 

of the whole Spann derives all morality and all ethical values 

from this relationship members^ this ordered articulation of the w'hole 
and then, going over to economics, derives also the concept of equal 
importance or equivalence with which he tries in his later phase to 
supplant what he now considers the untenable theory of marginal utility'*. 
-iSuranyi-Unger, Economics in the Twentieth Century, 1931, pages 31-33. 
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2. Economics is a Science because it consists of “certain facts 
connected together by certain necessary relations called laws." 

The laws made by a State are commands. Economic laws are not 
commands; they are statements of economic tendencies and are true 
only under certain conditions. 

The expression “natural laws** is used sometimes in a wide sense to 
include (a) the invariable laws of Physics, Chemistry and other physical 
sciences (h) the variable laws of many social sciences, laws which are 
not always true but which are true under certain conditions. Economic 
laws are true under certain conditions, and they are included within 
natural laws. 

3. Sociology is the general science of society. It has different 
departments; and of these the two most highly systematised and deve- 
loped are Economics and Political Science. 

Indeed Economics is the most developed and exact of the social 
sciences; and this because Economics by its definite and exact money 
* measurement is better able to measure its facts tlian the other sciences 
relating to society. 

Economics has intimate relations Vith Political Science, Ethics 
and History. , 

The economist accepts psychological principles as his data rather 
than establishes them as his conclusions. Statistics are highly useful 
to him for suggesting empirical laws and for supplementing deductive 
reasoning. 

2. Methods of Economics. 

The methods of investigation and proof in Economics (as in most 
social sciences) are chiefly two — (i) the deductive and abstract method 
(2) the inductive and historical method. 

The first method consists m deducing the laws of Economics from 
a few simple general laws about Nature, Man and Society; it infers the 
less general from the more general. The inductive and historical method 
is one of 'direct observation and generalisation from facts past or 
present,* it infers the more general from the less general facts and laws. 

Both methods are useful in Economics. Each is wanted in its 
proper sphere. 

The deductive method is simple, precise and within limits highly 
effective. The inductive method is in close touch with realities and 
moreover it does justice to the theories of the past. 

Induction tests and corrects the foundations and conclusions of 
deduction. Deduction again completes induction. 

3. Economic Schools. 

I^pctftant economic ideas are found in the ancient world. Of special 
interests 'to Indians are the economic ideas of ancient India. 
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The Middle Ages of Europe had a well*K>rgaxiised economic system, 
condemning usury and believing in a *ju8t price’ for everything. 

New conditions have always given rise to new theories. 

The first modern school of Europe was that of mercantilism. Its 
aims were political — ^trade and industry were minutely regulated for 
strengthening and developing the l^tate. An excessive degree of 
importance was attached to money and the precious metals. 

The Physiocrats opposed the Mercantilist idea of government regu- 
lation and advocated freedom of trade and industry. And they attached 
an excessive importance to agriculture. 

Adam Smith, the father of modern English Economics, exposed the 
fallacies of Mercantilism and established the theory of free trade. He 
remains also one of the great theorists on taxation. 

Tw'o important modem schools are (i) the Classical or Deductive 
School using the deductive method, and (a) the Historical or Inductive 
School using the inductive method. 

Socialism is a protest against private property and laissez faire, and 
it is an impassioned plea for more equitable distribution of wealth. 

, Sometimes according to the nationality of writers, economists are 
divided into the English School, the German School, the Austrian School 
and the American vSchool. 

The best recent writers make a welcome attempt to combine the 
merits and peculiar excellences of all schools. 

Questions. 

1. (a) Are you justified in calling Economics a vScience ? vState and 
explain your reasons. 

(b) Indicate carefully the Scope of Economics. 

2. “Economic science is chiefly valuable, neither as an intellectual 
gymnastic, nor even as a means of winning truth for its own sake, but 
as a hand-maid of ethics and as a servant of ])ractice.** Discuss. 
(C. U. 1927 H.). 

3. (a) What is an Economic Law? Can we say that Economic 
Laws are analogous to the Laws of Nature? (C. U. 1910). 

(b) “The laws of Economics are to be compared with the laws of the 
tides rather than with the simple and exact law of gravitation” 
(Marshall). Explain. 

4. Discuss briefly tlie relation of Economics to (a) Sociology (b) 
Political Science (<;) History and (d) Ethics. 

5. (a) Discuss the relative advantages and drawbacks of (i) the 

Deductive Method (2) the Inductive Method- What do you consider 
to be the proper method of investigation in the Social vSciences ? (C. U. 

1911)- 
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(b) short, the true solution of the contest about method is not 
to be found in the selection of deduction or induction, but in the accep- 
tance of deduction and induction.** (Wagner). Explain. 

6. (a) Mention some of the important postulates and axioms of 
Economics. 

(b) As regards the postulates of (i) the transferability of labour and 
(2) the transferability of capital, point out the pre-requisites for the free 
circulation of labour and capital in a country. (C. U. 1910). 

7. Write a note on the Mercantile System. 

8. Write notes on (i) the Mercantile System (2) the Physipcratic 
School (3) the Socialist School. 


CHAPTER III. 

THE PRESENT ECONOMIC SYSTEM OF EUROPE AND 
AMERICA. STAGES IN THE DEVELOPMENT 
OF ECONOMIC SOCIETIES. 

Some prominent features of Modem Economic Societies. 

The modern economic system is found in its greatest 
development in modern England, Germany and other countries 
of Western Europe — and also in the United States of America. 

India, China and certain other Asiatic countries are in a 
state of economic transition — they are passing from the old 
economic system to the new and are gradually adopting the 
new economic system now prevailing in Europe and America. 
Japan has already adopted this new and modem economic 
system to a large extent. 

1. Private Enterprise and Government Activity. 

In ike present economic system of Europe {excluding Soviet 
Russia) and America production of wealth in agriculture,^ minfss, 
manufactures, etc., and the distribution of wealth — all these are 
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very largely done by private individuals working on their own 
account. The State however helps in the production and dis- 
tribution of wealth by securing the safety of life and property, 
by protecting labour, by providing educational institutions, good 
roads and harbours and in other, ways. 

In the modern economic system (the Capitalist System). 

Private enterprise occupies a much larger field than State 
activity. 

And the present system of private enterprise is based on 

(a) Private property, i.e., the exclusive control over valu- 
able things by private persons. 

(b) Inheritance, i*e., the transmission of private property 
from one generation to the next generation. 

There is at present a tendency towards limiting the right 
of inheritance to some extent, in the interest of society. 

(c) Contract, i.e., an agreement entered into voluntarily 
by individuals and enforced by the State. 

Other features of modem economic societies are the 
following : 

2. Highly developed Division of Labour and Exchange 
— ^Large-scale Production. 

The development of economic society has been accompanied 
by an increasing division of labour, and increasing develop- 
ment of exchange. 

In a primitive society, there is little division of labour, and 
little exchange — each family largely produces its own supply of 
food, drink, clothing, etc. 

The greater the development of society, the greater is the 
division of labour ; and as each class of individuals takes part 
in the production of only one kind of goods, e.g., hats or boots, 
or razors, etc., it has to procure supplies of other commodities by 
exchange. Under the present system of machine production 
in factories, the subdivision of labour is carried to a very great 
length, — ^the manufacture of the simplest thing, a pin for 
example, is split up into a large number of operations, each 
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being performed by a separate class of workers. And the 
modern economic system with its extensive division of labour 
and exchange has led to large-scale production in many indus- 
tries (mining, many manufactures and most transport indus- 
tries) — employing capital and labour on a large scale and 
producing for large (sometimes world-wide) markets. 

This system of large-scale production reducing the masses 
of the people to mere wage-earners and placing them at the 
mercy of the capitalists and the employing classes — this is 
denounced as "capitalism' by the socialist critics of the present 
economic system. 

3. Economic Freedom — fuller and more deliberate 
competition and co-operation. 

— (i) The predominance of private enterprise based on the 
principles of private property, inheritance and contract, and also 
(2) division of labour, and (3) exchange — all these features of 
modern economic societies are also found more or less in the 
economic societies of mediaeval and ancient Europe and Asia. 

The fact which specially distingmshes the modem economic 
system from the economic system of earlier times is the great 
growth of Economic Freedom. Economic Freedom consists in 
choosing freely and deliberately and acting freely and deliberate- 
ly in one's economic life, in the deliberate and free choice, the 
self-reliance and the habit of forecasting the future that 
characterise modern industry. This is Marshall’s opinion. 

Men are now free to move from one part of the country to 
another ; they are now free to adopt any occupation or profes- 
sion they like ; they are largely free to produce and sell what 
they please, and when they please and at what prices they 
please. (See Page 68 on Economic Freedom). Men in an 
industrially progressive modern country like England or 
Germany are now free to do these things practically without 
much interference from the government or from old customary 
regulation. Economic Freedom of men, though very great at 
present, is not absolutely unrestricted. The principal limits 
. imposed by the Modern State upon Economic Freedom are 
given-at the end of this chapter. 
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In earlier times, industry was largely under the influence 
of custom, and was not characterised so much by Economic 
Freedom. 

This Economic Freedom characterising modern industry 
leads to (i) more competition, and more deliberate competition 
afifecting larger areas and greater lengths of time than in former 
times. 

There is competition, among labourers, among capitalists, 
between labour and capital, among the different producers of 
the same thing, in the same country, and also in different 
countries, etc. As regards the production of cotton goods, steel 
goods and many other things, compe;tition is world-wide now, 
it was not so in earlier times. (2) Also there is greater and more ^ 
deliberate co-operation than the restricted, and customary co- 
operation of earlier periods*. We now have the labourers of a 
nation engaged in a particular industry (e.g., the Cotton Indus- 
try of England) all over the country co-operating together in 
a labour organization to promote their common interests. This 
was not possible before the development of railways and tele- 
graphs. We have now also deliberate international co-opera- 
tion among producers in some cases and also deliberate inter- 
national co-operation among labourers. 

Thus it is extremely one-sided to regard competition as the 
most characteristic feature of ntodern industry — the most im- 
portant feature is not competition but economic freedom 
leading to deliberate competition and deliberate co-operation 
and a great deal more of competition and also of co-operation, 
than in earlier economic systems. ^Tt is deliberateness and 
not selfishness, that is the characteristic of the modern age.** 
(Marshall — Principles, Chapter I). 

4. Monopoly. 

Though competition is a very powerful factor in the modern 
industrial organization, there is a strong tendency towards 
monopoly specially in the United States. Business men try to 
protect themselves from the effects of the competitive struggle, 
among themselves by securing a monopoly (i) sometimes by 
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obtaining control of natural privilegea, and (2) sometimes by 
combining among themselves. 

In the modern economic organization, the action of Eco- 
nomic Freedom and of compeiiiion is as yet more exten- 
sive than that of monopoly. The growth of monopoly is being 
accompanied by the growth of government interference in 
industry to control the evils of monopoly. 

Competition. 

Ill modern countries, competition among rival producers 
(and not the monopoly of one) is found in most manufacturing 
industries, in most milling —and practically in the whole of 
agriculture. 

* Competition has its advantages and some disadvantages. 

(1) Competition among producers makes each one do his 
best. It makes the producers energetic, wide awake, efficient — 
it makes the efficient more efficient and weeds out the inefficient. 
(2) Also competition among the producers and sellers of a com- 
modity gives the buyer some freedom ; he is not compelled to 
buy from a monopolist producer or to go without the thing. And 
this freedom is valued by human nature. Its supposed absence 
in the socialist state is an important objection against socialism. 
Moreover a great gain from competition among producers and 


“ If competition in biology leads only indirectly to progress, 

competition in economics is the very secret of progress 

Competition in economic life is a potent factor in the growth 

of capital. Working hand in hand with the principle of private property, 
it is the chief incentive to progress. Through it we secure the extension 
of the margin of utilisation, the accumulation of the surplus available 
for human wants. Competition, moreover, is the great safeguard of 
society. It is the protection of the consumer against the high price 
which accompanies exorbitant profits ; for- it is the automatic force which 
reduces the gains of the incfiident and makes profits depend on low, 
rather than on high, price. It evokee in individuals the fundamental 
characteristic of energy, thrift and power ; and it harmonises to a large 
extent the interests of the individual and of society, by making the 
success of one depend primarily on what he can accomplish for the 
other^*.— (Seligman--iMncf/)lcs of Economics, Book III,) 
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sellers is that it generally reduces prices for the buyers (con- 
sumers). 

Now for the disadvantages of competition — Competi- 
tion often leads to serious waste in connection with the pro- 
duction of commodities and services, and also in connection 
with their distribution within a large area. Two rival railway 
companies will sometimes construct railways through a district 
where one would have sufficed. Because of competition among 
producers, a country will sometimes have more cotton mills or 
iron mills than it requires — ^and there will be waste of labour 
and capital. It is because of competition that we have too 
many shops for selling food-stuffs and other things — ^the whole 
work could be done efficiently with fewer shops and much less 
labour and capital. If there were no competition, the expenses 
of advertising (at least the*greater part) would be saved. The 
wastes of competition are its drawbacks from the social stand- 
^int. Also of course competition has its disadvantages for 
the weak and the inefficient who are defeated in the economic 
struggle, and suflFer greatly. But their loss is sometimes 
society’s gain. 

5. Cnstoin. 

The influence of custom in the modern economic system 
is much less than in ancient and mediaeval periods ; and the 
influence of economic freedom is now much greater than that 
of custom. 

Still custom continues to exercise an important amount of 
influence. Much of the expenditure of the richer classes, and 
of the middle classes, and to some extent of the comparatively 
well-off artisans — this is dictated by fashion {i.e., custom). 

Sometimes custom does good work in preventing hasty, 
rash changes and in protecting the weak ; but it very often 
obstructs true progress. 

For fuller information as regards 

the Right to private property, refer to the chapter on 
Socialism in Part II. 
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STAGES OF ECONOMIC EVOLUTION. 

The fundamental institutions of the present economic 
sta/je have been discussed ; and a brief sketch of earlier econo- 
mic staj^es in the economic history of mankind, will be useful 
and will throw light on the origin and the development of 
modern economic institutions. 

Various classifications of economic stages have been pro- 
posed by different writers ; but a classification sometimes- used 
is one based on the increasing power of man over nature, and 
this is here followed. [Other classifications of economic stages 
are based on the status of the labourer, on methods of exchange, 
etc.l * 

• 

1. First Stage — taking thing; as they already exist, 
and not making them. 

o 

Man at this stage has not yet learnt to make things for his 
own use — he does not know how to pasture cattle, he does 
not know agriculture or manufactures. He lives by hunting, 
and by acquiring fruits, etc., which grow wild ; and so he has 
great difficulty in producing a regular supply of food. There 
is no private property in land ; and practically little division of 
labour. Wars are frequent. 

2. Second Stage — ^The Pastoral Stage. 

Men have now learnt to tame animals ; they keep large 
herds of cattle, flocks of sheep, etc., and so their food supply is 
much more secure than that of the people in the first stage. 

People at this stage of economic evolution are nomadic — 
they have to move from place to place to get pasture for herds 
and flocks. Theie is very little private ownership of land ; 
and Utile division of labour. Wars continue to be frequent. 

3. Third Stage — ^The Agricultiaral Stage. 

At this stage men have acquired a large amount of control 
over the powers of nature — they have learnt agriculture, i.e., 
the. art of making nature produce food crops for man. 
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Peoples at this period of economic devel^ment are not 
nomadic ; they settle down in a fixed territory which they 
cultivate for getting crops. Gradually the system of private 
property in land develops ; there is some division of labour, 
Europe and Asia, before the development of cities, and city 
industries were at this stage. 

4. Fourth Stage— The Handicraft Stage. 

This period implies the development of hand-made manu- 
factures, and of towns where these manufactures flourish ; and 
ol course agriculture continues to be an important industry. 
Europe from early times to the introduction of production by 
machinery, and India from early times* till the present economic 
transition illustrate this stage of economic development. 

This stage in Europe rriay be divided into two periods 

(a) The period of Local Regulation in towns by 
Gilds. 

There are two classes of gilds : 

(I) Merchant gilds — each gild consisting of merchants 
regulating trade so as to keep it a monopoly for the merchants. 

(II) Craft gilds — each gild consisting of the craftsmen 
(workers) employed in a particular industry. The craft gild 
laid down rules as to how the industry should be carried on, 
prohibited adulteration of goods, and night work, regulated 
weights and measures, and in other different ways attempted 
to protect the common interests of the craftsmen, and to pro- 
mote fraternal feelings among them. 


(6) The period of National Regulation- the National 
or Mercantile System. 

Under the gild system, each gild regulated commerce or a 
particular industry within one particular town ; and this system 
of local regulation in each town was replaced in Europe during 
the course of the i6th, 17th and i8th centuries by a system of 

5 
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national regulation by the central government of all trades and 
industries of the nation. The government of each state deli- 
berately set itself to the task of supervising the trade and the 
industries of the countxy with the object of increasing the 
wealth and the military strength of the nation. 

The system of national regulation is known as the mercan- 
tile system, (i) It attempted to secure a 'favourable balance of 
trade' by stimulating exports of commodities (except precious 
metals) in various ways, — the idea being that if there was an 
excess of exports over imports, tlie balance Would be received 
by the country in precious metals, and thus a large supply of 
money would be secured. 

, (ii) The national system also regulated the industries of the 
nation very minutely — it regulated rules of apprenticeship, rates 
of wages and prices, and made provision for poor relief. The 
state also often granted monopolies for foreign trade with 
particular countries, and also monopolies in the production and 
sale of particular things (e,g,, salt, iron, cords, oil, etc.) within 
the country. 

India passed through these earlier stages of industrial 
evolution long before England, France, Germany or other 
countries of Western Europe, and it is only in the course of 
the last two centuries that India has been outstripped in the 
industrial race. In fact India had local and even national 
regulation of industries more than two thousand years ago (this 
is proved by unimpeachable records accepted even by European 
scholars) — ^when England, France and Germany were steeped 
in darkest ignorance and primitive savagery. 

In India we find the idea and practice of local regulation 
of industries in towns in the Hindu and Moslem periods, and 
to a smaller extent surviving even in later times ; national 
regulation of industries was practised with great minuteness 
and detail in the days of Chandragupta (a contemporary of 
Alexander the Great) and in later times whenever strong and 
powerful governments were established— but in India, political 
cohesion being often weak, local regulation has been more per- 
sistent and continuous in operation than national regulation. 
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5. Fifth Stage— The Induftrial Stage (the present 
economic system). 

This stage consists in replacing largely hand-manufactures 
by power manufacture (i.e., manijifactiirc by machinery pro- 
pelled by steam power, electric power, etc.) ; and in ej^iablish- 
tng the new organization of industry, %,e,, production under the 
leadership of capitalist employers in factories employing large 
numbers of wage-earning labourers, and large quantities of 
capital. 

England, France, Germany, Italy, the United States — ^they 
are now all at this stage of economic evolution. England was 
the first country to reach this degree qjF development ; and her 
example was followed by the other countries. India is also now 
entering upon this period of her economic history ; and she will 
yet take some time, — perhaps another generation, — to complete 
ha: industrial revolution. 

The ne 7 v factors which started the Industrial Revolution in 
England in the middle of the i8th century, and made England 
adopt the Industrial Stage — ^these were (1) mechanical inven- 
tions relating to spinning and weaving made by Arkwright, 
Hargreaves, and also other inventions ; (2) the growing use of 
water and steam power in the place of hand and foot power ; 
and later on (3) the use of steam power in transporting goods 
and men by land and by sea which by increasing the mobility 
of goods and labour greatly furthered the progress of the Indus- 
trial Revolution. 

.Transition to the Modem Industrial Stage — ^The 
Industrial Revolution. 

(I) The Development of Machinery and the 
tabliehment of the Factory System. Increase in effi- 
ciency of production. 

As the new machines worked by steam power were expen- 
sive, the workmen could not now work in their own homes. 
Factories were established, each factory containing a large 
quantity of expensive machinery owned by the capitalists, and 
the workmen in the factory be^me simply wage-earners with- 
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out any other interest. This division of society into capitalists 
and wage-earners with antagonistic interests has led to very, 
important results. 

Under the factory system, on account of its superior 
efficiency due to machinery and the economies of large-scale 
production, production of wealth has immensely increased, 

(2) Expansion of Markets and growing Division of 
Labour* 

The great efficiency in the production of wealth under the 
modern factory system and the development of facilities of com- 
munication (railways, steam navigation, etc.) made it possible 
for England to supply immense quantities of manufactures to 
other countries of Europe and even^o Asia and America. Thus 
the market for English manufactures which was at first national 
and confined to England, was extended and became almdst 
world-wide. 

The evolution of the Factory System and the expansion of 
markets have been accompanied by a great increase in the 
division of labour, 

( 3 ) Competition and laissez faire — Economic Frpe* 

As noted already (Page 6o) Economic Freedom is the 
characteristic feature of modern economic societies. The 
growth of Economic Freedom owes much to the Industrial 
Revolution. 

One of the most important effects of the progress of the 
Industrial Revolution in England was the change as regards 
the policy of the government towards industries. The old policy 
of national regulation, of regulation of trade and industry by 
the government was clearly not. suited to the new conditions 
established by the Industrial Revolution, — and so it was 
gradually abandoned. Labourers were now allowed freely 
without interference from government to move from place to 
jdace and go to those parts where they were wanted and where 
they would get the highest wages ; capital also became more 
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mobile — and the government abstained from interfering with it 
and began to follow^ the policy of laissez faire (let things alone, 
i.e, non-interference by government). Thus the regulation of 
labour and capital and production by the government was given 
up ; and also the attempts to regulate prices and wages ; and 
sometime after, a few steps were taken to free foreign trade to 
a certain extent from government regulation. 

Tliis policy of laissez faire on the part of the government 
meant an immense increase of* Economic Freedom as regards 
the employment of labour and capital in production, and in- 
crease of competition because labourers and capitalists were 
now free to compete — and also increase of co-operation. 

The theory of laissez faire ‘non-intervention by the 
government in industry and trade) was powerfully advocated 
by Adam Smith and his followers. They maintained that in- 
dustries and commerce flourished best under a system of natural 
liberty, without interference from government. 

The new industrial system established in England after the 
Industrial Revolution greatly increased' the production of 
wealth ; and this wealth enabled England to fight persistently 


♦ For a short sketch of the history of the growth of Economic 
Freedom, refer to Marshall’s Elements of Economics, Bcok I, Ch. II, also 
Marshall’s Principles, Appendix A. 

(On this subject of Marshall’s presentation of Economic History 
there was an interesting controversy between Prof. Marshall and Prof. 
Cunningliam in the pages of the Economic Journal). 

There was little economic freedom in the early civilisations of 
Egypt, Babylonia, China which grew up on the banks of great rivers 
in warm climates. The manual workers were practically serfs and 
slaves ; and custom was their great protector against oppression. 

Among the ancient Greeks and Romans, industry was very largely 
in the hands of slaves ; and so in Greece and Rome, also there was not 
much of Economic Freedom. In Imperial Rome, as regards commerce, 
ill certain respects there was great freedom. The tone of business life 
was however degraded by the public disdain for it. There was some 
amount of Free Industry nnd Enterprise in the industrial towns of the 
Middle Ages. Holland, for a time became the leader of industrial 
progress in T^urope ; and atx)Ut the middle of the i8th century indus- 
trial leadership passed to England. 

In Etigland after the Industrial Revolution, Economic Freedom 
attained a great development ; and then the spirit of Free Industry and 
Enterprise spread from England to other countries which developed 
their industries following the example of England. 

( 
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and with ultimate success against Napoleon, This was an 
immense gain. 

But the condition of the people in England was far from 
satisfactory. The war with Prance, the heavy taxes on account 
of the war, and the high price of food due to failure of harvests 
at home and the high taxes on foreign corn-all these severely 
pressed upon the people. 

The period of Transition— Evils attending a sudden 
increase of Economic Freedom. 

The sudden increase of Economic Freedom during the 
Industrial Revolution in^England led at first to serious evils. 
The employer in the factory and in the mine, very generally 
sacrificed the health and well-bein^ of his work-people to his 
own desire for making money quickly. He made his labourers 
work excessive hours under unhealthy conditions, physical arid 
mioral ; and even women and children were worked for long 
hours under such conditions. The health of the workers suffered 
terribly, their dficiency as workers was diminished, and so 
their wage-earning power’ was also lowered. Not only their 
physical efficiency suffered, they also suffered mentally and 
morally. They had no opportunity and leisure for education, 
for the exercise and development of their intellectual faculties, 
and morals among them sank to a frightfully low level. The 
decline in the physical, mental and moral qualities of the labour- 
ing population, was an incalculable loss to themselves and to 
the nation as a whole. 

England was the first country to pass through this economic 
transition and was followed by France, Germany, the United 
States, etc. — ^India is yet in this stage of economic transition, 
she has not yet passed through it, and she is suffering seriously 
from the evils of this transition period. 

Improvemento in Transportation and Effects. 

The great improvements in transportation during the nine^ 
teenth century have given immense scope to one form of 
division of labour— the geographical division of labour. 
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In mediaeval and early modern times, those articles only 
could be sent to any long distance which had great value in 
small bulk. Such were spices, fine silks and cottons, 
expensive weapons and armour, gold and silver. These were 
used chiefly by the rich ; trade in them did not affect the vast 
majority of the population. Where water transportation was 
available, there was some trade and exchange in the bulkier 
commodities But the most far-reaching and exten- 

sive development of the geographical division of labour came 
with the railway ; for the railway can penetrate all parts of the 
country. Then came the steamship. And the industry of 
almost every part of the world has been mightily transformed. 

* “The United States at the present time presents what is 
probably the most extreme case of geographical division of 
labour highly developed under the influence of cheap trans- 
portation. The southern part of New England is a manufac- 
thring hive, the food and raw materials there used come from 
all parts of the world. The wheat and other bread-stuffs come 
from the Mississippi and Missouri valleys ; the meat and animal 
products from the same regions and some regions further west ; 
the cotton from the southern states ; the wool from the trans- 
Missouri regions, Australia, Argentina, China, Siberia. All 
sorts of manufactured articles are sent from New England in 
exchange — cotton and woolen fabrics, boots and shoes, metal 
wares, tools and machinery. . . . No part of the country 

is self-sufficing ; each is constantly sending its products to dis- 
tant regions, and in return receiving the products of distant 
regions. 

An example no less striking of the geographical division 
of labour is to be found in the present condition of Great 
Britain. That country now imports the greater part of its food 
— four-fifths of its bread-stuffs, and more than half of its meat 
and other food supplies. Its wheat comes chiefly from the 
United States, Canada, Russia, Argentina ; its meat very largely 
from the United States and Australasia. All the cotton and 
almost the wool which serve to clothe its people are brought 
from other countries. These various commodities, as well as 

• Tanssig-^Principles of Econofftics, Vol, I, 1925, pages 43-44. 
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the others which come from the tropical regions, are obtained 
in exchange for a great range of manufactures exported. The 
people of Great Britain by devoting their labour chiefly to 
manufactures and exchanging them for the imported food-stnffs 
and raw materials, get vastly larger returns than they could by 
producing everything at home.*' 

Present Reaction against laissez faire. 

The evils attending the sudden increase of Economic 
Freedom after the introduction of machinery and some of the 
evils of economic freedom even at subsequent stages, — these 
have led to a strong reaction against the policy of extreme 
laissez faire in England*^and in almost all industrial countries. 
The necessity for restricting Economic Freedom specially in the 
following directions is now recognized by the best economic 
writers, 

(1) Protection of Labour. 

(a) by Government action. 

Almost every progressive Government now imposes the 
following restrictions on Economic Freedom for the protection 
of labourers, viz., laws providing for (i) sanitation in factories, 
(ii) fencing in of dangerous machinery, (iii) a minimum age 
and schooling age for children, (iv) limitation of the hours of 
work for women and children, and (v) the liability of employers 
to give the workman compensation in case of accident. 

(b) by the action of labour organizations. 

The voluntary labour organizations established by the 
labourers themselves {e.g., trade unions, etc.) are also doing 
much to improve the condition of labourers as regards condi- 
tions of work, wages and other things by collective bargaining 
with the employers. This collective bargaining, though it 
implies in theory a restriction^ on individual freedom of 
labourers, in practice is highly beneficial to the labouring class. 

(2) The extension of Public Enterprise. The reaction 
against the policy of laissez faire {i.e., non-interference with 
indUsStry by the government) is also indicated by the growth of 
industries under the managentent of the government. The 
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government in many countries manages the postal savings bank, 
the telegraph and railways, etc., and municipalities (forming 
part of the local government organization) manage tramwa3’'s, 
street railways, gasworks and water- works, etc. 

(3) The protection of buyers by a government inspection 
of the quality of goods. 

It was believed by the advocates of the laissez fcdre theory 
that the best thing for the buyers was economic freedom and 
if the people were allowed to buy and sell what they liked, 
they would buy the right goods and would reject the bad ones. 
Experience however has disproved this. Men always have not 
the knowledge which would enable them to decide what are the 
right goods, and what goods are inferior, adulterated and un- 
wholesome. So a government inspection of goods, and a 
government ntark on the right goods are of the greatest help 
^nd protection to the buyers. 


CHAPTER III. 

Summary. 

I. The main features of modem economic societies are the 
followini^ : 

(a) Private enterprise based upon the system of private property, 
inheritance and contract — ^this is the general rule in most modem busi- 
nesses, in industry as well as in commerce. 

(b) Government activity in certain directions, helping the produc- 
tion and distribution of wealth in many ways. 

{c) Economic freedom — competition and co-operation both on a much 
larger scale than before. 

Custom has still much influence on economic life e.g. fashion. And 
there is a strong tendency to monopoly in certain industries and under 
certain conditions. 

2 The successive stages of industrial evolution are variously given 
by different uTiters. 

First comes the direct appropriation of things — uncivilised man finds 
things, instead of making them. Then comes the pastoral stage ; next 
comes the agricultural stage ; then the stage of handicrafts ; and last of 
all the modem industrial stage when men make things by machinery. 
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3. The Industrial Revolution began in ]^gland towards the end 
of the 18th century. Agriculture and manufactures were revolutionised 
and transportation facilities were greatly increased. The establishment 
of the factory system, and of machine production, and an immense 
increase in Economic Freedom are some of the results of the Industrial 
Revolution. 


Questioiu. 

1. Describe the main features of present-day economic societies 
(C. U. 1913). 

2. ^‘Competition is neither wholly bad, nor wholly good.*' Amplify.. 
(C. U. 1926). 

3. (a) Trace the successive stages of industrial evolution. (C. U. 
1900). 

(b) Give a short sketch of the Industrial Revolution and indicate 
its effects. * 

4. Describe some of the effects of the great improvements in 
transportation during the nineteenth century. 


CHAPTER IV. 

DIVISIONS OF POLITICAL ECONOMY. 

There is some difference of opinion among economic 
writers as to the exact manner in which Economics should be 
divided into branches for the purpose of study. 

Economics may be divided into the economics of 

(1) Consumption of Wealth or Demand, 

(2) Production of Wealth or Supply, 

{3) Exchange or the equilibrium of Demand and Supply. 

(4) Distribution or the sharing of Wealth among the 
classes co-operating in the production of wealth. 

The economics of Production deals with the actions of the 
members of a society, engaged in .the production of wealth. 
What is produced annually is known as the National Dividend. 
The economics of Consuniption deals with the laws of Demand, 
the motives affecting the demand for wealth, and also with the 
effects of Consumption on Production and other forms of eco- 
nomic activity. 
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The economics of exchange deals among other things with 
the problem of value, why some things have more value than 
other things, how values are affected by the different conditions 
of Demand and Supply. The economics of Distribution refers 
to the division of the wealth that is i)roduccd into wages, in- 
terest, profits, rent (which are the shares of the different classes 
engaged in the work of production), and the laws by which they 
are determined and so forth. 

The Relation of the State to Industry and Public Finance 
(Public Expenditures and Public Revenues) may be regarded 
as other departments of Economics. 

The different departments of Economics ate closely inter- 
related; and the economic processes described are all going 
on at the same time continuously, 'health is distributed, for 
instance, as it is produced. The product is a flow and never 
a fund, * 

Before we begin to discuss in detail each of these branches 
of Economics, it will be necessary to have clear and adequate 
ideas about the fundamental concepts which we shall have to 
use again and again in our economic reasonings. Without 
understanding properly these fundamental concepts, it will be 
impossible for the student to follow intelligently the scientific 
discussion of economic questions. 



CHAPTER V. 


SOME FUNDAMENTAL CONCEPTS IN ECONOMICS. 


Economic terms are taken largely from the language of 
everyday life with suitable qualifications and explanations. 

Economics is the study of man's actions in the ordinary 
business of life, and so Economics has to use many of the terms 
commonly used by men* in the ordinary affairs of life. Some 
of these terms are ‘Wealth,' ‘Value,' ‘Goods,' ‘Capital,' and 
‘Income.' 

Now each of these words as commonly used has different 
shades of meaning, and this often leads to confusion and 
vagueness. So if we are. to use these words accurately, without 
confusion and inconsistency for the purpose of the Science of 
Economics, we must define clearly the meanings of these words 
and we must also add where necessary a suitable special quali- 
fying word or clause to a particular word to indicate in what 
special sense the word is used. For example, the word ‘capital' 
is commonly used to indicate different meanings; but in the 
Science of Economics an attempt is made to define the word 
‘capital' clearly and ‘capital' preceded by the qualifying ex- 
pression ‘individual' (individual capital) is used in one distinct 
sense, the word ‘capital* preceded by the qualifying expression 
‘social' (‘social capital') is used in another distinct sense, and so 
on. 


Thus Economics takes the familiar terms of every-day life 
(e.g, wealthy value, capital) , uses them as far as possible in the 
way they are commonly used, and to secure accuracy, clearness 
and consistency, adds suitable qualifying expressions and ex- 
planations to these words where necessary, “ Economists must 
take as the standard use of these words, that which seems most 
in harmony with every-day usage in the market place; and they 
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must add a little special interpretation wherever it is necessary.'* 
(Marshall). 

This chapter is taken up mainly with the definitions* of 
economic terms, and their classification. 


IMPORTANT TERMS IN ECONOMICS. 

Economics in its ‘[present form is chiefly concerned with 
\scarce goods (wealth) — goods limited in supply. vSo we have to 
define (roods, and Wealth. And IVealih from the individual 
standpoint and also National Wealth will have to lie considered. 

To produce Wealth Man requires the aid of Capital. So 
Capital will have to be considered— Individual Capital, also 

Social Capital. And the relation of Capital to Income. 

• 

In modern communities, the wealth (viz., agricultural 
products, minerals, manufactures, etc.) produced is largely ex- 
changed, bought and sold in markets and so Value and Price 
have to be defined and explained. 

The National Income is divided into four shares — Wages, 
Interest, Profit and Rent, and correct ideas have to be formed 
about them. 

Goods, Wealth, Value. 

Goods — Anything that is desirable, anything that can 
satisfy a human want is a good. Water, air, bread, a hat, a 


“ On this subject, Sidgwick has wisely remarked that the value of 
itcfiuitjon lies not so much in the result olitained in set forms of words, 
a** in the discussions that lead up to them. "They (<erlaui economists) 
undcr-raie the importance of seeking for the be.st dclinition of each 
cardinal term, and they over-rate the importantc of finding it** (Prfn- 
ciple^ of Political Economy, Book I, Chap. II). 

t Economics in the near future may concern itself to an important 
extent also with goods unlimited in supph . As Professor Boucke 
suggests in A Critique of Economics, "Kconomics should be regarded, 
not as a catallactics or plutology, but as the systematic study of all 
facts bearing upon relations of weal and wealth, whether this concerns 
scarce or plentiful goods." 
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cigar, filial affection, the love of friends — each of these satisfies 
a human want and is therefore a good. 

1. Goods are either 

(t) Material goods — ^which include (a) material things 
e.g. water, air, agricultural products, manufactures, minerals, 
machinery, etc. ; (b) advantages from material things or rights 
to leccive them now or in some future period, e.g. shares in 
private partnership business, and joint-stock companies, copy- 
right, patent right, mortgages, etc. 

(2) Non-maierial or Personal goods — ^which are either (a) 

’ internal to a man, his own faculties and qualities for action and 
enjoyment, e,g., his business ability, professional skill, his 
power to appreciate good literature or painting or sculpture ; 
(b) external to him, and rising from his relations with other 
men, e.g., the good-will of his business. 

II. Again goods from the point of view of exchange are — 

(1) Transferable, i.e,, capable of being bought or sold, e.g., 
agricultural products, shares in companies, good-will of a busi- 
ness, etc. 

(2) Non-^transferahle, i.e., not capable of being bought or 
sold, e.g , the internal qualities of a man, sunlight, climate, 
etc. 


III. Then goods are — 

(1) either free goods which are freely given by Nature 
without the labour of man, which are not owned and appro- 
priated, e.g., land in a new country is a free good to the indivi- 
dual, but not land in a settled country 

(2) Appropriated goods — e.g., goods which can be got only 
by the effort of man (e.g., agricultural products, manufactures, 
ftc.) and which have been appropriated by man. 
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The classification of goods can be conveniently put in the 
form of a table. 


Goods 


Material 


Non-material or personal 


*Extemal 


External 


I 


Transferable 
€,g. rice, bread, 
butter, shoes, 
etc. 


Non-transf erable 
e,g. sunlight, 
climate. 

Transferable Non-transferable 
(«.g. good-will e.g, business 
of a business connexion specially 
that can be attaching to 
sold). one particular 

individual, and 
which therefore 
cannot be 
sold by him. 


Internal 

Non-transferable, 
e,g. the faculties, qualities, 
and tastes of a man — his 
skill as a musician, or 
his power of appreciating 
literature or art. 

IV. From the point of view of consumption and produc- 
tion, goods are divided into consumption goods and production 
goods. From some forms of wealth, e.g. from food on the 
table, from the clothes we are wearing — we derive enjoyment 
directly. These forms of wealth are consumption goods, 

* It is obvious that material goods cannot be internal to a man-— 
-material goods are always extemajl. 
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Other forms of wealth, e,g, land, the machinery within a 
factory, or a reaping machine in a farm do not yield enjoy- 
ment directly — ^they help to produce things which we can enjoy. 
These forms of wealth are production goods. 

Production goods again can be divided into two classes ; 

viz, 

(1) Land which is a free gift of nature to man. 

(2) Capital goods (or capital) e.g. machinery, factory 
buildings, raw materials, etc., which are not the free gifts of 
nature, but which are produced by man, and are afterwards used 
by him in the work of production. 

Wealth. 

Earlier writers defined Economics as the science of wealth. 
Current economic thought has shifted the emphasis from Wealth 
to Man. Economics is all about Man, in relation to Wealth. 
And what is Wealth ? • 

On this, as on many other important questions, economists 
are not quite agreed among themselves. 

The word Vealth* is used in many different senses. 

(i) * * Wealt h* in its widest sense is taken to mean all 

‘goods’. E^yftiing is wealth that has utility and can satisfy 


• Wealt)i= utility. In some ways this will be the satisfactory idea 
about wealth. Suppose in India, the supply of clothing for every man is 
increased two thousand times. But the utility or satisfaction derived from 
this increased quantity of clothing may be only three times as much as the 
previous utility — and not two thousand times as much as the former 
utilit\ . So m a real sense the wealth of the people (utility to the people) 
as regards clothing, has increased only three times, though the quantity of 
clothing (commodities) has increased two thousand times. In this sense 
the increase in the wealth of the people is not in proportion to the 
increase in the quantity of commodities. Also with two thousand times 
increase in the supply of clothing, the price of clothing may fall to nil 
— under the assumption that the clothing is produced by some super- 
natural process without cost. So the total money price of this vastly 
increased supply of clothing will be nil. The utility of the increased 
clothing is thrice the previous utility, wealth in that sense has increased 
thrice, but money price has fallen to nil. So the increased wealth is not 
in proportion to money price. This is an extreme and imaginary case. 
But it suggests conclusions not without their uses in the actual life of 
nations. 

Refer to Henderson, Supply and Demand, Chap. X, also Memorials 
of Alfred Marshall, pages 36W7. 
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a human want. Every commodity (air, wheat, salt, diamond, 
etc.) having utility and satisfying human want is wealth. Every 
service rendered by human beings (doctors, actors, domestic 
servants, etc.) having utility and satisfying human want is 
wealth. 

Or rather wealth = utility (utility of commodities, also 
utility of services). 

(2) Wealth consists only of those things that satisfy 
human wants and are limited in quantity, whether they are 
results of human eftort or are free gifts' of nature. Here the 
essential idea is utility plus limitation of quantity (Taussig). 

(3) Wealth is also used to include only material objects 
owned by human beings and externaJj^ fo the owner. Here the 
essential idea is that of own^fshtp. Utility is implied in owner- 
ship, without utility a thing would not be owned. Material 
olyects which are owned are limited in quantity. This mean- 
ing of the word wealth excludes (a) immaterial objects, (b) and 
also material objects which are not owned, e.g. the Gulf 
Stream, rain, wind, the heavenly bodies (Irving Fisher). 

(4) The word wealth is used in a restricted sense by some 
writers to mean goods which are 

(a) material 

(b) and exchangeable. The attribute exchangeability 
involves (t) utility (ti) limitation in quantity (Hi) transferability 
and ownership. 

This definition of wealth excludes (0 non-material goods 
(it) and material goods that are not exchangeable. 

The connection between wealth and wanU must not be 
missed. A book or a piano is wealth to a civilised man, it 
satisfies a want ; it is not wealth to a savage. Sand is wealth 
to the building contractor in a city ; it is not wealth in the 
desert of Sahara.’) 

Thus wealth always consists of goods — ^the definitions of 
wealth differ in this, that one definition includes all goods, a 
more restricted definition includes fewer goods, and so on. 
Wealth consists of goods, and every good has utility ; the 
attribute of utility is always present in every definition of wealth 

6 
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— as regards the other attributes of wealth, the definitions differ 
more or less. 

The definitions of wealth are numerous and from very 
jdifferent standpoints. How to decide between them? What 
definition is the most convenient? It would he better to have 
two definitions (A) to give the word "" wealth' a somewhat 
restricted sense when speaking of HndividmV wealth, and (B) 
to give it a much wider sense when referring to ^national 
Wealth,* Individual wealth may be taken to include * goods 
having the attributes of (a) utility (b) limitation in quantity 
(c) transferability — it includes goods material and also some 
immaterial goods e^rternal to a man. Free goods in unlimited 
supply and nori-transferable goods are to be exclude?^ National 
wealth may be taken to include even non- transferable gooHs, 
goods not limited in quantity and i^ee goods, e,g. the industrial 
qualities of persons, the dykes of Holland, climate, water power, 
rivers like the Thames and the Ganges, the falls of Niagara 
and the well-ordered organization of a free and noble state. 

A brief sketch of the opinions of some leading writers as 
to the meaning of the word ‘wealth^ in Economics is given 
below. 

Marshall. 

Prof. Marshall uses the word ‘wealth* in (A) a narrow 
sense (B) and a broader sense. 

(A) In the narrow sense a man’s ‘wealth* includes 

{i) material goods to which he has rights of property, which 
are transferable and exchangeable, e.g. land, houses, machinery, 
etc., and also his shares in joint-stock companies, mortgages 
and other obligations which require others to pay money or 
goods to him and («) non-material external goods (excluding 
non-material internal goods). 

Of course only those non-material external goods are in- 
cluded in his ‘wealth* which are the means of enabling him to 
acquire material goods. Examples of such non-material exter- 
nal goods are (a) the good-will of a man's business, (b) the 
busii^ess connection of a doctor or a lawyer. 
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Wealth in this sense includes all these things external to 
a man which (a) belong to him alone and are not shared by 
him with others (b) and are directly capable of a money measure. 

This sense of the term wealth is in harmony with the tisage 
of ordinary life, 

(B) Prof. Marshall points out that a broader view of wealth 
may be taken for some purposes so as to include personal wealth 
in addition to the other forms of wealth already enumerated. 
He uses the terra ( ^personal wealth ^ includer, internal 
goods, those energies,'' faculties and habits which directly con- 
tribute to making people industrially efficient together with 
those business connections and associations of iany kind, which 
we reckon as a part of wealth in the narrow sense of the term. 

Marshall is of opinion that 'wealth' simply should always 
mean "external wealth only/' i.e., if the word 'wealth* is used 
by itself without any qualifying adjective, it should be taken 
in the narrower sense. 


Ely. 

Prof. Ely notes (i) that the word 'wealth* is used by some 
writers to include free goods as well as economic goods, and 
(ii) the term ‘wealth* is used by others to include economic 
goods only, thus excluding free goods. Ely points out that 
from the individual standpoint, wealth means valuable claims to 
goods ; and from the social point of viexv we shall regard wealth 
as an aggregate or stock of goods. This excludes personal 
services from the category of ‘wealth,* for personal services dis- 
appear as soon as they are rendered. 

Gide. 

After a short discussion. Prof. Gide resigns himself ' to 


* Seligman in hie Principles of Economics objects to this conception 
of personal wealth, “Man cannot part with these qualitiCvS ; he can only 
embody them in some product which will he ser\nceahle to others. 
His personal qualities may thus enable him to acquire wealth, but they 

do not themselves constitute wealth Wealth exists for man, but 

man himself is not wealth (unless indeed he is a slave, and then he is 

wealth, not to himself, but to some one else) The things thjat 

form wealth are always outside of man; they are external, not internal, 
phenomena.'* ' 
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using' the word wealth to mean ‘^anything of the nature to 
satisfy an economic desire, Such st deSuitiou of W6Blt 1 
naturally includes material as well as immaterial forms of 
wealth. (Archibald's edition of Gide's Political Economy, 
p. 41 ). 

[In a footnote he notes *that most economists to-day are 
inclined to include under the name wealth, immaterial as well 
as material products/] 

The services of the doctor, the professor, the judge, the 
musician and the artist — are these to be regarded as forms of 
wealth? Prof. Gide seems to think that they are wealth as 
they satisfy human wants. 

Taosng. 

Prof. Taussig uses the word ^wealth* to mean only all* 
^economic goods ^ — ^Taussig excludes free goods from his cate- 
gory of wealth. A free good is a good of which there is an 
unlimited supply so that each man may have as much of it 
as he likes and the result is that no economic problems rise in 
connection with free goods. Air, sunshine, climate are 
examples of free goods. 

Water, so long as the supply is unlimited, is a free good ; 
but when the supply of water is limited as compared with the 
demand, as in a town, water then becomes an economic good. 

Wealth meaning all economic goods includes (a) all things 
which satisfy human wants and which are the results of human 
eflFort and thus limited in quantity, (b) also all free gifts of 
nature satisfying human wants if they are limited in quantity, 
though they are not the results of human efforts. 

For Taussig, wealth thus includes everything which satisfies 
a human want and is linUted in quantity » 

Sellgman. 

“To recapitulate, in order to constitute wealth, a com- 
modity must have four qualities. First, it must possess utility : 

• An economic good is a good of' whiph the supply is limited rela- 
tively to the demand — scarcity relatively to the demand is the ear-mark 
of an-^conomic good. (Taussig), 
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if the thing is of no use, it is not a good at all. Secondly, it 
must be appropriable. Thirdly, it must be external ; a man 
may be skilful, but he is not wealthy until he has transmuted 
his skill into some actual result. Fourthly, it must be limited 
in amount, if it is free to all, it may make him happy, but its 
possession will not diflFerentiate him from his neighbour, and 
he will attach no specific value to it. 

Since modern society is based on the interchange of posses- 
sions,* all this can be summed up in the statement that wealth 
is now-a-days anything that can be exchanged. If it is not 
useful, no one will want it ; if it is not appropriable no one 
can get it ; if it is not external, no one can part with it ; if 
it is not limited in quantity, no one will give anything for it. 
Historically and fundamentally, however wealth is anterior to 
exchange.’* 


M!U. 


John Stuart Mill in his famous Political Economy, a book 
which was the standard treatise for a generation, gave the word 
wealth a comparatively limited sense. 

'Wealth* he wrote 'may be defined as all useful or agree- 
able things, which possess exchangeable value, things which 
cannot be obtained in the quantity desired without labour or 
sacrifice.’ So Mill in this definition of wealth would include 
only ^oods having exchangeable value — other kinds of goods 
being excluded. 

1. Wealth of an individual. 

A man’s wealth (when spoken of simply) is supposed to 
consist .of two classes of goods : 

(i) Those material goods to which he has private rights of 
property and which are therefore transferable and exchangeable, 
e.g. land, buildings, shares in companies, etc. 

(His debts are negative wealth and m\ist be subtracted from 
his total possessions, and then we shall have his net wealth). 

(ii) Those imniaterial goods which are external to him and 
which help him to acquire material goods, e.g., the good-will of 
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his business, the professional connexion of a doctor or a lawyer, 
etc. 


Immaterial goods which are internal (e.g. a man’s personal 
qualities and faculties even when they help him to acquire 
material goods) are excluded when calculating the wealth of an 
individual. 

[The wealth of an individual consists (a) partly of wealth 
which belongs to him alone, and is not shared by him with his 
neighbours or other persons. It must be also noticed that a 
man has many goods which are common to him and his 
neighbours — those goods constitute (b) the individuals share 
of the common wealth. The individual’s share of the common 
wealth includes the right and opportunity to make use of public 
property and institutions of all kinds, e.g. roads, gas, right to 
free education or to old-age pensions in countries where such 
rights exist. 

^Otlier things being equal, one person has more real wealth 
than another man, if the place in which the former lives has a 
better climate, better roads, bettor water, more wholesome 
drainage ; better newspapers, books and places of amusement 
and instruction, etc. 

Many of these things are { collective goods, i.c. goods 
which are collectively owned and which arc not in private 
ownership. And this brings us to the subject of National 
Weedth.) 

, . n. National Wealth. 

lit II t, 4 *1 ^ 

, , In calculating the national wealth of a countrv we have to 
take note of the followinc: elements : 

(t) ( National wealth includes the sum of Ike wealth of ail 
individuals who are members of the nation. Tt includes the 
individual as well as the collective property of all these 
members. 

(a) National wealth includes public material property of 
all kinds, e.g. public buildingis, public parks, municipal gas- 
works and waterworks, etc. 
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(3) In estimating the national wealth of a nation (and 
specially when we are going to compare it with the wealth of 
other nations) we must include f ree eood s^ The Ganges has 
greatly added to the wealth of India by facilitating transport, 
etc., and so it is part of the national wealth of India, The 
Thames is similarly part of the national wealth of England. 

(4) German economists pay great attention to the nan- 
material elements of national wealth. The organization of a 
free and well-ordered state is regarded as an important non- 
material element of national wealth. 

The faculties and energies of the people which help to 
make the English nation richer and industrially more productive 
than many other nations {e.g. Indians,* Turks, Persians, etc.) — 
these faculties and energies may well be included within the 
national wealth of England.* 

(5) Business connections and trade reputation add to the national 
wealth. 

A satisfactory organization of credit increases the ejBBiciency of 
production in a country, and thus adds to the wealth of the nation. 

III. Cosmopolitan Wealth. 

Cosmopolitan Wealth is the wealth of the world as a whole. 
As good navigable rivers are important elements of national 
wealth, so the ocean is one of the most valuable elements of 
cosmopolitan wealth. As national wealth includes the whole 
wealth of the nation (individual as well as collective), so cosmo- 
politan wealth includes the whole wealth of all nations taken 
together. 

Scientific knowledge, wherever discovered, soon becomes 
known to the entire civilized world — scientific knowledge is 
thus peculiarly cosmopolitan wealth, it cannot be considered 
specially the wealth of any particular nation. 

Value, Price. 

The idea of Value is closely connected with that of Wealth 
and so something about value may be said here. 
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The term Value is used in two diflFerent senses. 

in u se of a thing i.e. the utility of any particular 
thing. Air is more useful to a man than a diamond. 

(2) Value in exchange of a thing i,e., the exchange value 
;of that thing in terms of another thing at any particular place 
and time) is the amount of the second thing which can be got 
there and then in exchange for the first. Here the word 'value" 
is relative, and expresses the relation between two things at a 
particular place and time. 

{The ‘value in use* of any thing is often greatly different 
frotrT value in exchange. An has very great value in use or 
utility, because a man cannot live without it ; but air, at 
present, has no value ift exchange, because we cannot get any 
thing in exchange for air. A diamond has great value in ex- 
change, we can get many things in exchange for a diamond ; 
hut it has little value in use, it is not of such great use to man 
as air or food, i 

If ^the value in exchange, of any commodity (e.g., cloth) 
is not expressed in terms of any other commodity {e.g., wheat 
or rice, etc.), but isjexpressed in terms of money] then we have 
If yard^of cloth is exchanged for two rupees in 
money, then we say that the price of cloth is two rupees per 
yard. 

^Wealth. Capital and other forms of Wealth. 

Wealth consists of 

♦ Prof. Marshaira views on wealth and capital are of importance to 
every stndent of economics. His final position is stated thus in a letter 
to Prof. Cannan in 1898. 

Yon and Fisher hold that wealth is a stock and a flow; 

but capital is only a stock. 

- I take wealth to be a stock only. 

So far it would appear that the difference between us is only as to 
the use of the word “wealth". I can s%e no advantage in your uee; 
but the matter does not strike me as important, so far. 

But I think there is something of more importance behind. I take 
it we are all agreed that “capital** from the individual point of view, 
must be used in the common business way; more or less on the lines of 
what J have called trade-capital; and that it has no scientific justifica- 
tion that therefore the discussion is all about “capital in general** or 
♦^capital from the social point of view.*’ 
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(1) *Consuinption goods which we constime directly, from 
which we derive satisfaction directly, e.g. clothes, food, and 
drink upon the table ready for consumption. 

(2) Production goods which we cannot consume directly, 
but which help to produce the goods that we can enjoy. 
Machinery for the manufacture of cotton cloth, a plough for 

Assuming that, I want to adhere to the line of division between 
**Land^* or ‘‘Free Goods/' and Capital/' 1 can't be sure that you and 
Fisher do. 

Now that 1 have dotted my i*s and crossed my t’s; and 

my position is this : 

Capital (in general) is a stock. 

Wealth is a stock. 

But (i) capital does not include “free foods’* ; this is a matter of 
principle. 

(ii) Capital does not include those trifles, the income from which 
is neglected by ordinary peop>e and income-tax collectors. This i.s a 
matter of convenience 

* (iii) Though in England (not perhaps in France) wealth and capital 
consist for the greater part of the same goods, yet when we use the 
term “Capital** we are always thinking of the “productiveness* and 
* 'prospectiveness, *' which mainly aflect the demand for and the supply 
of wealth ** 

This interesting letter is included in Prof. Pigou*s Memorials of 
Alfred Marshall. 

As Marshall bints above, certain economists (Clark, Fisher, Seligman 
and others) do not maintain a line of division between Lund (or Free 
Goods) and Capital —they include Land as a form of capital. 

“Many authors restrict the name capital to a particular kind or 
species of wealth, or to wealth used for a particular purpose, such as the 
production of new wealth; in short, to some specific part of wealth 
instead of any or all of it. Such a limitation, however, is not only 
difficult to make, but cripples the usefulness of the concept in economic 
analysis. 

The only true capital of a society as a whole is its capital- 

wealth, — its lands, railways, factories, dwellings, and in its broader sense 

its human inhabitants also “ (Fisher— Kiewcnfary Principles of 

Economics ) . 

''Land will be called, in our study, a capital good, for it is a form of 
wealth, which produces other wealth. It enters into the permanent 
productive fund that society is using*’ (Clark — Essentials of Economic 
Theory). 

“Capital as contrasted with income, therefore, is all wealth regarded 
as a store or fund.** (Seligman — Principles of Economics). 

• Consumers' goods {or direct goods) are also called goods of the 
first Order as they yield satisfaction directly. Producers' goods (indirect 
goods) include goods of the second order, and higher orders. A good 
of a higher order than another means a good more indirectly connected 
with the creation of satisfaction. A machine for making another machine 
is of a higher order than the machine it makes. 
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the production of crops, land without the help of which man 
cannot produce crops — all these are production goods, 

{The distinction between consumption goods, and produce 
iion goods is not a hard and fast distinction, the same thing 
may be a consumption good from one point of view and it may 
be a production good from another point of view. Suppose an 
employer has a stock of food and clothes for his labourers — ^the 
food and clothes will be consumption goods for the labourers, 
but they will be production goods from the point of view of the 
employer). 

Production goods are again divided into 

(1) Land and other free gifts of Nature. 

(2) Capital goods wtiich are produced by man e.g., machi- 
nery, factory buildings, railways, ships, raw materials, etc. 

• 

Thus capital gods constitute a part of the wealth of th^ 
community. 

Prof. Marshall remarks : 

'*We should speak of Wealth, when considering things as 
results of production, as subjects of consumption, and as yield* 
ing pleasures of possession^* and '‘We shoiild speak of capital 
when considering things as agents of production/** 

The chief demand for capital arises from its productiveness, 
from the help it renders in the work of production ; and the 
supply of capital is regulated by the fact that men to accumu- 
late capital must act prospectively, i.e. must wait and save and 
thus sacrifice the present to the future. 


* Prof. Chapman puts it in this way : distinction between 

capital and other wealth becomes fundamentally a psychological one**. 
It is the use or intended use wealth which settles whether it is 
capital or not. Wealth which is intended to be used as an agent of 
production is capital; wealth which is not intended to be so used is 
not capital. A man takes a good breakfast. If he takes the breakfast 
only for the pleasure of the thing, for the pleasures of consumption, 
the breakfast i$ not capital. If he takes the breakfast only because it 
will help him to do hi® work as a producer, then the breakfast is 
capital and wholly so. A$ a matter of fact, he takes his breakfast 
partly for the pleasure of consumption and partly as an aid to production, 
and soM^t is partly capital and partly non-capital wealth. 



INTRODUCTION 


91 


Income. 

f Income has been defined ^as the wealth measured in money 
which is at the disposal of an individual or community per 
year or other unit of time’^the income of the individual being 
individual income, and the income of the nation being national 
income. (As regards the definition of income, the question 
may be asked as to whether income includes only material 
wealth, or whether it includes also immaterial wealth. The 
answer, is this — ^ Income^ should be taken generally in a broad 
sense, and thus it would consist of material wealth and also 
immaterial wealth. The phrase 'at disposal* excludes that 
portion of the incomings which is required to keep up capital 
and other outgoings). 

The National Income. 

• The labour and capital of the country, acting on its natural 
resources produce annually a certain net aggregate of commodu 
ties, material and immaterial, including services of all kinds. 
This is the true 'National Income* or the National Dividend.] 
(For a fuller account, refer to the Book on Distribution). 

National Income and National Wealth. 

An estimate of a nation*s prosperity based upon its money 
income alone is misleading in many respects. 

Still the money income of a nation gives us in some respects 
a better measure of a nation's prosperity than that afforded 
by the money value of the nation's wealth — or in other words, 
national income is a better test of the prosperity of a nation 
than national wealth. 

For the national income consists chiefly of commodities in 
a form to give pleasure directly ; while the greater part of 
national wealth consists of the means of production (e.g. tools, 
machinery, factory buildings, land, etc.) which are of service to 
the nation only in so far as they contribute to the production 
of commodities ready for consumption. 

But if we look chiefly at the income of a country to indicate 
its economic prosperity, we must allow for the depreciation 
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of the sources from which that income is derived. As a stone 
house depreciates less quickly than a wooden house, a stone 
house makes more for the real richness of a country than a 
wooden house which gives equally good accommodation. 

Capital. Income. 

The term capital is conveniently discussed in connection 
with Income — ^Capital is correlative to Income, (Capital is that 
part of wealth which is expected to yield an income, on account 
of the help given by capital as regards the work of production.) 

Different meanings of the word 'Capital,' correspond to 
different meanings of the word 'Income/ Individual Income 
corresponds to Individual Capital, the Money Income of an 
individual corresponds to his Trade Capital (business capital). 
Social Income is correlative to Sotial Capital, f.a., the capital 
of society as a whole. • 

Trade Capital and Money Income. 

A man's trade capital consists of the part of his wealth 
which he uses in acquiring a money income. This trade capital 
includes : 

(1) Non-personal instrumental or producer's goods, e.g. 
his land, his factory, the machinery within the factory, raw 
materials, etc. 

(2) Non-personal goods intended to be used as consumers' 
goods by others on payment of something to him, e,g. food, 
clothing, house-room, 

(3) The good-will of his business. 

; (4) The shares possessed by him in companies, his loans 
on mortgages, etc. 

♦ “Capital is a stock, and income a fipw. This, however, is not the 
only difference between capital and income. There is another, equally 
important; namely, that capital consists of wealth, while income consists 
of benefits. We have, therefore, the following definitions : A stock of 
wealth existing at a given instant of time is called capital; a flow of 
benefits from wealth through a period of time is called incoine," 
(Fisher— Efemsnfaiy PrincipUs of Economics). 
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Prom a man’s trade capital must be subtracted the debts 
owed by him to other persons. 

Social Capital and Social Income. 

The business man is generally concerned with T rade 
Capital. Economists and statesmen in broad discussions of 
public welfare have to use another conception, the conception 
of Social Capital. 

When we discuss capital not from the point of view of the 
individual, but from the point of view of society as a whole, 
we have to take a larger view. 

(a) Social Capital. 

The chief difference between individual capital and social 
capital relates to land and other free gifts of nature. Land, 
when it is in the private ownership of a particular person, is 
regarded as part of the capital of the individual. But in looking 
at capital from the social point of view, in calculating the 
amount of social capital, we make a distinction between what 
is produced by man and what is given as a free gift by nature. 
Only what is produced by man, and is then used in the pro- 
duction of wealth — only this is included within social capital ; 
land and other free gifts of nature to society are not included 
within social capital, the free gifts of nature are l)art of the 
social wealth, but th ey are not social capital. 

Note that land, though a free gift of nature to society, is 
not a free gift to the individual. A man who wants to acquire 
land has to pay a part of his capital for it ; hence from the 
point of view of t he individ ual, land is capital. 

(b) Social Income. 

Social income Hs the income of society as a whole/ The 
term ‘Income’ in Social Income is used in a large sense. 

The word Income in Social Income means not Money 
Income only, but it is used in a large sense to include other 
forms of Income of benefit or gain. If a man lives in a house 
owned by himself, he does not include the benefit which he 
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derives frotii living in that house, as part of his money income, 
but this benefit is part of his total income of benefit or gain, 
and it must be included while calculating the total social in- 
come of the society ; and as the benefit derived from such a 
house is regarded as forming part of the social income such 
houses would be included within social capital. If we take the 
word 'Income* in a sufficiently large sense, we may say that 
even the clothes and the furniture owned by a man who uses 
them, yield income, and hence even these should be included 
within social capital. (Prof. Marshall thinks otherwise— he 
maintains that such clothes and furniture are not commonly 
regarded by people as yielding an income to the man, and 
therefore implies they should be excluded from social capital). 

Social capital thus excludes (i) land and other free gifts 
of nature, and (a) clothes and furniture used by the persons 
who own them — (jiarshalPs opinion). 

Social capital includes all other kinds of wealth which yield 
income (the word 'income* is here used in a large sense). 
Social capital includes — 

Machinery, factory buildings, raw materials, finished goods 
and other things held for trade purposes, also theatres, hotels, 
bioscope shows and even houses inhabited by persons who own 
them, also things in government ownership like government 
factories — because all these things are regarded as yielding 
social income. 

Consumption CapitaL Auxiliary Capital. 

Capital has been classified into (i) Consumption capital, 
and (2) Auxiliary or instrumental capital. (Consumption capital 
(also called consumers^ capital) consists of goods which satisfy 
consumers directly, on which consumers live while producing, 
e.g. food and clothes are consumption capital. 

'£!^AiAxiUary or instrumental capital consists of all other goods 
helping labouir in production except consumers* capital. 
Madiines, factories, ships, railwa}^, etc.,— all these are auxili- 
ary <or instrumental capital.^ 
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Fixed CepitaL Circulating Capital. 

Capital has been also classified into (i) fixed capital and 
(2) circulating capital. 

(circulating capital is capital which fulfils the whole of its 
office in production in which it is engaged by a single use^ or 
in other words, "circulating capital serves its end but on^e in 
the work of production, A quantity of cotton is circulating 
capital, because when it has been once manufactured into cotton 
cloth, cotton by that single use has served its purpose in pro- 
duction ; so leather or any other raw material. ) 

(Fixed capital is capital which exists in a durable shape,) 
and the return to which is spread over a period of correspond- 
ing duration ; or in other words, /fixed capital is capital which 
does its work in productior^ continuously for some time (e.g., 
machines, ships, railways, etc.) and is not exhausted by a single 
use^ 

Gross Income and Net Income. 

When a man is engaged in business he has to incur expen- 
diture for paying wages to the labourers, for bu5dng raw 
materials and for other things. The net income of the man is 
found by deducting from his gross income the expenditure 
necessary to produce that gross income. 

(Gross_ Incomj^expenditure required for producing the 
gross income^ Net Income.) 

Money Income. Total Income. Net Advantages, 

A person’s money income consists of that part of bis income 
which comes to him in the form of money. A person’s total 
income includes his money income, and also other forms of 
income, e,g,, if an Indian labourer repairs his own thatched 
hut, he is in that way adding to his own total income, though 
not to his money income. 

Every occupation offers the man engaged in it money 
wages, and also some other advantages ; and every occupation 
involves fatigue on the part of the worker and also other disr 
advantages. 
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If we calculate the total money value of all the advantages 
of the occupation, and if we subtract the total money value of 
all the disadvantages of the occupation from the total money 
value of all its advantages, then we get the net advantages of 
the particular occupation. 


Interest. Profit. Rent. Wages. 

These very important economic ideas will be discussed 
more fully and adequately later on, but preliminary definitions 
of them must be attempted here. 

(interest is payment made by a borrower to a creditor for 
the use of a loan!^ 

^ man engaged in business in the course of the year incurs 
outlay for his business ; the excess of his receipts over his 
outlay constitutes hir profi t.) (If the value of the stock and 
plant of his business has increased, this increase is regarded as 
part of his receipts, and if the value of the stock and plant has 
decreased in the course of the year this decrease is regarded as 
part of the outlay). 

What remains of a man*s’ profit, after deducting interest on 
his capital at the current rate is called by some writers Earn- 
ings of Management or Undertaking, (Profit — ^Interest = Earn- 
ings of Management). 

(The income derived from the ownership of land and other 
free'Tg^fts of nature is commonly called Rent; but the term 
'Rent* has been sometimes extended to iiiHude income from 
houses, machinery, etc., the supply of which is limited for the 
time being and cannot be quickly increased to meet an increased 
demand. 


The income derived by labourers from their labour is termed 
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CHAPTER V. 

Sununary. 

1. Economic terms (e.g. goods, wealth, capital, income, etc.) are 
largely taken from the language of ordinary business life; but with 
necessary qualifications and explanations suitable for the purposes of 
a science. 

2. All desirable things (e.g. bread, clothing, water, air, a brother's 
love, etc.) are ‘goods*. 

We have material and non-material goods; transferable and non- 
transferable goods; free and appropriated goods; consumption and pro- 
duction goods. 

3. Wealth is the substance of which utility is the attribute. As 
regards the other attributes of wealth, writers have differed. 

In its widest sense, wealth means all* goods. Anything that is 
desirable, anything having utility is wealth. 

According to Taussig, the attributes of wealth are (t) utility, and 
(2) limitation of quantity. Thinfs the supplies of which are limited in 
'ration to the demand for them are wealth. 

Marshall by the term ‘wealth* refers generally to ‘external wealth* 
only — viz. (i) material goods, and (a) non-material external goods in 
exchange for which material goods can be obtained. (Non-material 
internal goods are excluded). 

4. The wealth of an individual includes 

things strictly belonging to him alone (a) material goods, (b) non- 
material external goods, e.g. the good-will of a business. 

There is also the individual’s share of the common wealth and 
collective goods. 

5. National wealth includes (i) the wealth of all individual mem- 
bers, (2) public material property of all kinds, e.g. public buildings, 
government factories and railways, etc., (3) even free goods like the 
Thames, the Ganges, water-power from waterfalls, and (4) such non- 
material elements of national wealth as a good government, etc. 

6. Wealth and value are closely related terms, value goes with 
wealth. 

Value may mean (1) ‘value in use* of a thing (i.e. its utility), or (2) 
value in exchange of a thing, i.e. the power which its ownership gives 
to get other things in exchange for it. 

The second is the more usual meaning now in Economics. 

7. Wealth which is intended to be used as an agent of production 
is capital ; wealth which is not intended to be so used is not capital. 

Capital is the product of human endeavour. Land is an agent of 
production; but it is not capital from the social standpoint, it forms 

it 

7 
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a separate class, as it is a free gift of nature to society and is not the 
result of human endeavour. 

Land for the individual is not a free gift; and so it is capital from 
the individual standpoint. 

8. The ideas Capital and Income go together — Capital produces 
Income. 

Income may be taken in a broad sense as in Social Income; and 
in a narrow sense as the Money Income of a business. 

Economists distinguish between consumption and auxiliary capital; 
and also between fixed and circulating capital. 


QoMtions. 

1. What is wealth ? Notice in this connection the views of Marshall, 
Taussig and Gide. 

2. “It may be said, with an appearance of paradox, that the more 
things in the nature of 'vt^ealth a community has, the less prosperous 
it is.“ (Taussig). Explain. 

3. (a) What classes of goods constitute a man’s w'ealtn ? What 
other goods should be included in the National Wealth? (A. U. 1897). 

(b) Consider whether the following are to be regarded as wealth : 

(1) Natural facilities for transport such as navigable rivers, (2) the 
Niagara Falls, (3) Air, (4) the poenir of Kalidasa. 

“For many purposes, we ought to reckon the Thames as a part of 
the wealth of England** (Marshall). Discuss this statement. 

4. Define Capital. 

Explain (a) “The distinction between capital and other wealth 
becomes fundamentally a psychological one**. (Chapman). 

(b) Capital possesses l)olh productivity and prospectivity. 

Are we to include land and natural intelligence of a population as 
capital from the social standpoint? (A. U. 1903). 

5. Distinguish between social and individual capital; consumption 
and auxiliary capital; fixed and circulating capital. 

Illustrate in detail the distinction between consumption and auxiliary 
capital in the case of a Cotton Mill; and the distinction between fixed 
and circulating capital in the case of a Tramway Company. 

6. Write notes on production goods, consumption goods, net advan- 
tages. 
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Consumption. 

DEMAND AND ITS SATISFACTION. 

Neglect of consumption by earlier writers. 

In this book we study wants and their satisfaction. 

The study of wants was rather neglected by earlier eco- 
nomic writers. There has been a great development in this 
branch of economic science, within recent times ; and this 
development is due partly (i) to the growing use in Economics 
of the more exact methods of^ the mathematical and physical 
sciences which have made iK>ssible a more scientific study of 
consumption. 

(2) and partly to the earnest, humanitarian spirit of the 
present age which pays very great attention to the subject of 
consumption ; and the object of this attention is to see whether 
the increasing wealth of society cannot be consumed in a better 
manner so as to increase the total welfare of society. 

Even now we are only at the beginning of a proper study 
of human wants and a great deal remains to be done. A study 
of human wants forms the true foundation of Economics, for 
men produce wealth, exchange and distribute it to satisfy their 
wants ; and a systematic study of human wants in different 
countries and in different times will throw a flood of light ui>on 
the economic history of nations and upon the developments of 
economic theory. 

Consumption defoed. 

{consumption means the satisfaction, of huntan /wants by the 
use of goods, A man using a coat, a hat, a chair, is said to 
consume them. As man cannot create matter, so man cannot 
destroy matter — man only produces utilities relating to exist- 
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ing matter, aud man destroys utilities, he consumes utiliti^ 
A consumer of a hat or a coat gradually destroys its utility ISy 
using it ; and though a ‘consumer* of a house or a pictur^does 
little to wear them out himself, time destroys gradually the 
utility of these things, while he holds them in possession. 


lU Importance. 


It is true that, to some extent, human activity is regarded 
as an end in itself ; but consumption is the end of the greater 
r)art ^ human activity in production, exchange and distribu- 
tion. ^Man produces wealth l^cause he wants to consume it — 
consumption is the final goal of economic activity. Hence the 


importance of the study of consumption^ 

The importance of consumption has been strongly urged by Professor 
Jevons who goes so far as to say that/* the whole theory of Economics 
depends upon a coined theory of consumption/' Among recent writer? 
Professor Patten has made important contributions. His object Is to 
establish the importance of the study of consumption as the starting 
point of Economics in a progressive society. The kernel of Patten’s 
theory is this. In a dynamic (progressive) society, the increase of 
industrial efficiency is based on supplying new wants of greater intensity, 
instead of supplying old wants more completely. Social progress 
depends upon increasing variety of consumption, and not upon increased 
quantity — ^it rests upon the substitution of qualitative for quantitative 
methods of consumption. A people with growing variety of consump- 
tion 16 ever finding new and more profitable use for slighted aud 
neglected capacities of nature— -it is thus able to escape the effects of 
the Law of Diminishing Returns. 


A distinction between these two is sometimes made. 

. goods such as machines, raw materials, are used up in 
the production of other goods, this is called productive consump- 
tion ; while if consumption itself is regarded as the final goal, 
we have final consumption. 

produc tive and unproductive consumption. 

Productive consumption may be defined strictly as that 
part of the {>roducer*s consumption which is necessary to keep 
up or increa% his efficiency, while the remainder of his con- 
sumption is looked UpMl as unproductive consumption. It is 
inipossible however to divide a society rigidly into two classes 
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of i)roductive and unproductive consumers, because the large 
majority of the people are both productive and unproductive 
consumers though in different degrees.^ 

Rational calculation, also the influence of habit, fashion, 
imitation in consumption, 

A deeper and wider study (than that usually found in 
economic text lx)oks) has become necessary in view of important 
developments in psychology, specially social psychology. Such 
study will broaden the foundations of Economics, will bring it 
nearer the realities of human life and society. 

Sometimes economists argue as if the average consumer is 
guided wholly or largely by rational c^culation (and balancing 
of utilities) in his or her choice as regards the particular goods 
and services to be consume^, the qualities and the quantities. 

fact, the average consumer is much under the influence of 
habit, fashion and imitation. There is too much imitation of 
the upper classes by the middle classes, and of the middle 
classes by the labouring classes as regards the use of furniture, 
clothing and other things without due regard being paid to real 
need, cost of such things and incomes of purchasers. " . . . . 
for at least half his expenditure an ordinary individual does 
not know what he wants, and out of the other half for at least 
a half he does not get what he wants. It is only by l>ecoming 
the creature of habit and the victim of mimicry or stimulation 
that he accomplishes very badly a task which is really more 
difficult than that of earning his income’’ — Mr. Dibblee, The 
Law^ of Supply and Demand, p. a2, quoted by Hartley 
Withers in Everybody's Business, 1932, page 140. 

There is exaggeration in Mr. Dibblee’s statement but it has 
a substantial element of truth. The proper spending of a 
person’s income to get from it the maximum amount of welfare 
possible, is a subject of the highest importance. In this the 
consumers in all countries require guidance and education. 

Characteristics of homan wants. 

Hiiman wants are not the same in all countries and in all 
times— they vary and are dependent on physical, moral, social. 
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political an 4 economic conditions and institutioub. For 
example, human wants in India as aflFected by the socio- 
economic institutions of joint-family and caste organisation are 
not exactly the same in nature as human wants in England 
nnaflFected by these institutions. 

Man's wants have some general characteristics which are 
of great importance ; and important laws arc based on these 
characteristics. 

(i) Ifum^n jj^ants unlimited in num\^er. 

This immense variety of human wants distinguishes man 
from lower animals ; and it is this infinite multiplication of 
wants which has created modern civilization and all that is 
called ‘progress.' 

The savage has comparatively few wants. 

As man progresses from savagery to ctvilizaHon, hts ivants 
increase more and more. * 

(In ancient India, there were many persons of the highest 
culture and in modern Europe there are some who would make 
the limitation of wants the goal of life ; but these persons are 
the exceptions to the general rule. 

One important economic aspect of Mahatma Gandhi’s 
movement in India is a strong tendency towards the limitation 
and simplification of wants ; and this, with proper safeguards, 
has its uses specially in a poor, economically dependent country 
like India.) 

With the progress of civilization, men and women generally 
desire more and more variety as regards their food and drink, 
house-room and other things. In a modern society (England 
01 France or America) the wants of man have an immense 
variety ; and there is practically no limit to the capacity of a 
modem community to consume goods. 

(i) The satutbiUhi..aLmy Particular want. 

^ny parlicular want is Hmtied tn capacity iu the sense 
that $ fixe3 quantity of one object is enough to satisfy it. A 
man wants water to satisfy his thirst. His want would be- 
come less intense after he gets one glass of water, and his want 
would be growing less and less intense with each successive 
glass, till he reaches the point of satiety. 
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On this characteristic of human wants is based the Law 
of Diminishing Utility. 

(3) CQm^^tUiv&---they compete with one 

another. This forms the basis of the important Law of Subs- 
titution relating to human wants. 

A man may go to the theatre, or instead he may choose 
to go to a bioscope show. A boy with a penny may want a 
piece of jam, or instead of buying jam he may want a cake. 

(4) Wan ts are complementary — some wants generally go 
together and are satisfied together and not separately. A motor 
car is of no use without petrol. Similarly a horse and a carri- 
age are wanted together. 

System of Demand, • 

One of the most noticeable things about demand is that 
^rsons demand things in gfoups. The system of demand or 
group-demand of a day-labourer in Bengal includes demands 
for certain quantities of food, clothing, tobacco, etc.; the system 
of demand of a Bengali student includes among other things 
demands for books, magazines, newspapers, some sporting re- 
quisities ie,g,, a foot-ball), perhaps a bicycle and so on. 

The system of demand of each person depends (r) partly 
upon his own individual tastes, and (2) partly upon the standard 
of life or standard of comfort of his family, class, etc. 

Utility (want-satisfying power). 

Wealth is the substance of which utility {value in use) is 
the Stfiiirufrr^ • Wealth pQss<?sses the , property of satisfying 
some one or other of human wants — in Economics this property 
is called utility. 

(Utility “the power to satisfy human wants). 

Anything that *^saiisSes a human want is said to have 
utility. The word ‘utility’ in Economics does not possess any 
moral significance. The use of alcoholic liquors is perhaps not 
desirable from the moral point of view ; but these alcoholic 
liquors satisfy a want, and therefore they have utility in the 
language of Economics. 
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^ Mr ” Mr «rf .3«ti.bie 

Each particular want is satiable ; not all wants together. 
Each particular want of a man is limited — ^a man*s desire for a 
particular commodity diminishes, other things being equal, 
with every increase in his supply of that commodity. 

(A) ^ illustration of the Law. 

A man who is a smoker desires very strongly to have at 
least one pound of tobacco every month. This pound satisfies 
a very urgent want. Suppose the utility of the first pound is 
measured by loo. 

Then he increases ftis supply to 2 lbs. of tobacco, the 2nd 
pound satisfies a less urgent want than the ist pound, 
the utility of the 2nd pound is less than the utility of the ist 
pound. The utility of the ist pound is represented by 100 and 
suppose the utility of the 2nd pound is represented by 80. 

Then he increases his supply to 3 lbs. of tobacco, the third 
pound satisfies a less urgent want than the 2nd pound. Suppose 
the utility of the third pound is measured by 60. When 
the man increases his supply from 2 to 3 lbs,, the additional 
utility (60) which he gets from the third pound is less than the 
additional utility (80) which he gets from the 2nd pound when 
he has a supply of 2 lbs. only. And so on. 


Total 

stock of the man. 

Utility of 


Marginal 

utility 

Total 

utility 

I lb. 

first pound 

100 


TOO 

TOO 

3 lbs. 

Utility of 
2nd pound 
100 + 80 


-hr 

80 

1 80 

3 lbs. 

100 + 80 

Utility of 

3rd poimd 
+ 60 

60 

240 

4 lbs. 

100+80 

Utility of 
4th pound 
+ ^ +40 

40 

280 
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(B) TheluK. 

Cphe more we have of a thing, the less we want still more of 
that thing. With every increase of his stock of that commodity, 
the additional utility which a man derives from an additional 
unit of the commodity diminishes — this is the law of diminishing 
utility.*^ 

It follows from the law of diminishing utility, that the 
larger the amount ot a commodity that a man has, other things 
being equal, the less will be the price which he will pay for a 
little more of it. (‘Other things being equal* is equivalent to 
‘other conditions being the same.* If other things are not equal, 
if the ‘other conditions* are changed e,g. if the man's income 
IS suddenly increased, then he may buy more of the commodity 
at the same price or at a higher price than before, though he 
has a good stock of the commodity already). 

LimiMiona on tho Law of Diminuhing Utility. 

Though the additional utility which a man derives from an 
additional unit of a commodity diminishes ultimately, yet for 
a time it may increase. As Prof. Chapman points out in his 
Outlines ‘If we take the increments of commodity small enough, 
marginal utility would generally mount at first. Consider the 
value of ounces of coal per day. An ounce of coal is no good 
to anybody, it has little utility. Coal would not yield any 
value worth speaking of, until we have a large number of 
ounces ; so here utility increases for a time with every addi- 
tional ounce ; and only after a very large number of ounces, 
additional utility of an ounce will diminish with each succe.ssive 
ounce.** 

Prof. Chapman also points out other interesting cases of 
limitations of diminishing utility. Also refer to Taussig, Prtn- 
ciples, Vol. I, Ch. 9, “The tendency (to diminishing utility) 
shows itself so widely and with so few exceptions that there is | 
no significant inaccuracy in speaking of it as universal.** 


• Prof. Marshall states the law in this way **lhe additional benefit 

which a person derives from a givep increase of his stock of anything, 
diminishes with the growth of the stock tliat he already has." 
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A^jffinal Utflity, Total Utflity, Demand Price. 

From the law of diminishing utility, we are led to the 
conceptioub of total utility and marginal utility. 

A man who is purchasing a commodity stops at a certain 
point. He thinks that at that price and under those conditions 
he cannot aflFord to purchase more of the commodity. 

fTliat part of a commodity which lies on the margin of a 
mams purchase, which a man is on the margin of doubt whether 
it would be worth his while to purchase and which he is iiist 
induced to purchase — ^this is called his marginal purchas^ 

In the illustration on page 104, 

(a) when a man’s total purchase amounts to i lb., i lb. is 
also his marginal purchavse. 

(b) when a man’s total purchase amounts to 2 lbs., the 
2nd lb. is the pound which is at fhe margin of his purchase, 
which he is just induced to purchase and he cannot be induced 
to purchase more pounds, and so the 2nd lb. is his marginal 
purchase 

(c) when a man’s total purchase amounts to 3 lbs., the 
3rd pound is the pound at the margin of his purchase, and so 
the 3rd pound is the marginal purchase. 

The utility of the marginal purchase, the benefit derived 
from the marginal purchase is called marginal utility,^ 

In otir illustration 


when a man’s marginal purchase is the jst lb., marginal 

utility == 100 

is the 2nd lb. ,, = 80 

is the 3rd lb. ,, = 60 

etc, 

the marginal utility of the commodity to the man 
diminishes with every increase in the amount of the commodity 
he p 0 S 5 e$Hs.y (When the man has acquired a very large number 
of pounds, marginal utility may fall to zero ; and if he is made 
to take tobacco even beyond this point of satiety, such an addi- 


* In terme marginal utility, Ithe law of diminishing utility states 
that %ht more we consume of a ming, the less becomes its maginal 
utility to usA 
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tional pound will produce dissatisfaction or disutility instead of 
utility). 

T otal ^ of a commodity to a man consists of the sum| 

of the utume^f all the units of the commodity possessed by; 
him — it is the total satisfaction yielded by the whole stock of' 
the commodity possessed by him. 

In our illustration on page 104, 

Total utility in case (a) is the utility of i lb. =100 =100 

in case (b) is the utility of 2 lbs. = 100 4 * 80 =180 

in case (c) is the utility of 3 lbs. = 100 + 80 + 60 = 240 

As a man’s stock of a commodity increases* we see that its 

total utility to him increases, hut it increases at a diminishing 
rate. ^ 

Suppose a man has an income of Rs. 200 a month. He has 
to pay his house-rent, buy fc^d articles, clothing etc. and with 
tisa selling at Re. i per lb. he calculates that he can just afford 
to purchase 3 lbs. of tea. He stops at the third pound of tea. 
For he calculates that the utility of the thii’d pound (60) is 
worth the rupee that he has to pay for it. " The third pound is 
his marginal purchase, and the utility of this purchase is the 
marginal utility of the commodity to him. The price (Re. i) 
which he pays for his third pound measures the utility of the 
third pound of tea to him — it measures marginal utility of tea 
to him. But in the same market he will have to pay the same ^ 
price (Re, i) for each of the three pounds of tea — the first | 
pound, the second pound, and the third pound, though to him 
the second pound has greater utility than the third pound and 
the first pound has greater utility than the second pound. Sp^ 
for each pound of tea he has to pay a price (Re, i) whicJm 
measures the utility of thp ,i}tird pound (i.e. rnargirial ut^^^ 
to him — and not the utility of the second pound, nor tlie utility^* 
of the first pound, nor total utility of all the pound s.. And he I 
will not buy a fourST^pouS^^ ^ account off 

diminishing utility the utility of the fourth pound to him is less 
than the utility of the third pound — i.e, the utility of the fourth 
pound is less than the utility of the rupee whiclx he will have 
to pay for it. 

So with an income of Rs. 200 a month and with tea selling. 

< 
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at He. I a pound, this man purchases three lbs. ; and the 

price (Re. i per lb. of tea) which he pays measures the marginal 
utility of tea to him — and not the utility of any other pound of 
tea, nor its total utility. (Of course with a lower price or with 
a larger income he might buy more tea). 

If the price which a man is ready to pay for any pound of 
' tobacco be called his demand price for that pound, the price 
I w]^ich he is. willing to pay for the marginal purchase is called 
the marginal demand price. 

The sttidy of Demand in connection with Price. 

PresenUday Econon^ics is la/rgely a theory of prices, 
i The demand of an individual (or a market) for a commodity 
is studied in connection with price — ^the demand of an indi- 
vidual (or a market) for a commodity refers to the differeitir^' 
amounts depianded at different prices. Elasticity of demand 
will have to be studied — elasticity referring to changes in 
demand brought about by changes in price. (See pages 111-116.) 

Also consumer’s surplus which has reference to the surplus 
utility which the consumer gets' over the price paid by him in 
connection with his demand for and purchase of a thing. (See 
pages 125-134.) 

pemiaid ftices . 

Demand in Economics means the offer of money for things, 
the demand for a commodity expresses the different prices which 
will be paid for different quantities of the thing, 

(A) 

price whjcli a man is willing^ to pay for a part^ular 
amount of a oommodi^ ijs. cdled his demand price for tifiat 
amouhtJ Ito obtain a complete knowledge of a man's demand 
for any co]niaodi^^,,we must know the different prices which 
he is pr^ated to pity far different amounts of the commodity, - 
that is, must know all Ms demand prices. \ 
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Demand schedule of an individual. 

Suppose we find that a man is ready to buy 
2 lbs. of tobacco at Rs. 3 per lb.* 

4* l» Rs. 2 y) If 

6 Re. I yy yy 

9 yy As. 8 yy yy 

If corresponding prices for all intermediate amounts are 
put down, so as to furnish a complete list of demand prices, 
this list of demand prices gives us a complete knowledge of the 
demand of the person. (A complete list of the demand prices 
of a man is called his demand schedule). 

We see that the amount demanded^ increases with a fall in, 
price and the amount of the commodity demanded diminishes^^ 
with a rise in price. 


^ (JB) Demand of a Market. 


Having looked at the demand of the individual, we now 
look at the demand of a market. A market’ consists of many 
individuals ; and the demand of a market conifists of the sum 
of the demands of all individuals included within the market. 
Now these individuals are not all of the .same type- -some are 
rich, others are poor, some have a strong taste for the commo- 
dity, others are only moderately inclined to it. A given fall in 
the price of a commodity will not therefore affect exactly in 
the same way the demands of all individuals ; the fall will 
increase greatly the demands of some persons, will increase the 
demands of other persons in a less degree and so on ; but other 
things remaining equal, the fall in price, however small, will j 
increase the total demand for the commodity ^Jn ^ the market, ‘ 
And other things being equal, a rise in the price of the com- 
modity, however small, will diminish the total demand for the j 
commodity in the market. 

The list of demand prices of a market is called the demand 
Suppose there are ioo,ooo p^SSlS^ 


marginal demand prices are to be distinguished from prices whic^ 
the person would offer if the alternative was his being deprived 
the thing altogether. 
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the market — some are very rich, others are rich, others poor, 
some have a great love of tobacco, others have only a moderate 
liking for tobacco and so on ; and so the demand of every in- 
dividual will not be the same. If we assume that the average 
demand per head of all these 100,000 individuals is equal to 
the demand of the individual whose demand schedule we have 
already studied {page log), then in the demand schedule of the 
market we shall have to write 100,000 pounds for every pound 
in the demand schedule of the individual. 

Dertmnd schedtde of a markeL 

The demand amounts to 

20o,ooolbs. at Rs. 3 per lb. 

4oo,ooolbsl at Rs. 2 „ lb. 

6oo,ooolbs. at Re. 1 „ lb. 

QOOjOOolbs. at As. 8 ,, lb. 

If corresponding prices are put down for all intermediate 
amounts, then we shall have a complete list of demand prices 
giving us complete knowledge about the demand of the market 
during a given time and under given conditions. 

[Note the qualification during a given time and under given 
conditions. The above list of demand prices will have to be 
changed if the conditions are changed — suppose tobacco becomes 
very unfashionable, or suppose it is condemned severely by a 
strong body of medical opinion, or suppose it is replac^ by a 
cheaper substitute, then the demand for tobacco will diminish, 
and the demand prices will be lower.] 

Increase of Demand* 

/ An increase of demand of a particular person for a parti- 
cular commodity means (i) that he will buy more of the commo- 
dity at the same price as before, and (ii) that he will buy as 
much of the commodity as before at a higher price. So also as 
regards the demand of a market. ' 

SS^gwick an Incrmee of Demand* 

PToft says that the phrase increase of demand* is 

may signify (i) the increa^ in the quantity which would 
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result from any fall in price^ or (a) an increase in the quantity 
demanded at any given price. He ^inks it is better to speak of the 
former as an extension of demand and of the latter always as a rise in 
demand. The terms reduction and fall of demand are the opposites of 
extension and rise respectively. 

IL The Law of Demand. 

The general Law of Demand is based on these experiences 
relating to demand prices, and the law can be stated thus — the^ 
amount demanded increases with a fall in price, and diminishes^ 
with a rise in price. 

The Law of Demand is closely connected with the Law of 
— ^the uHKty of successive units to a inan is 
less and less, and so the amount demanded increases only with ' 
a fall in price. (There will not he any between^ 

the rise in price and the deg:rease of demand, and iall in pricef 
and the increase of demand. If the price of a commodity falls 
by 25 per cent., the demand for the commodity may be increased 
not by 25 per centl, but by 20 per cent., by, 50 per cent., or it 
may be increased by 79 per cent.). 

Marginal Utility iflarket Price. 

The market price of the commodity measures the marginal 
utility of the commodity to each purchaser individually ; there 
is no marginal utility in general for all purchasers in the market, 
because the marginal purchase is not the same pound for all 
persons, the wants and also the wealth of different individuals 
being different. 


THE ELASTTICrnr OF WANTS. 

(Influence of Price changes on Demand). 

Connection between Lcew of Diminishing Utility and 
Elasticity of Wants. 

It has been noticed already, that a man's derire for any 
commodity diminishes, other things being equal, with every 
increase of his stock of the commodity. t^(a) li the man's 
for the commodity diminishes rapidly mth every increase 
his stock— then a moll fall in the price of coiainiodify ’ 
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will increase his demand only by a small amount, and we say 
1;ke elasticity of demand is small; (b) if the man’s desire for 
the commodity diminishes comparatively slowly, then a small 
fait in the price of the commodity will increase his demand by 
a large amount and we say that the! elasticity of demand in this 
case is great.) 

If a fall in price (say from 8 annas per pound of mutton 
to 7 annas per pound of mutton) increases much a man’s de- 
mand for mutton, increases his demand from lo to 15 pounds, 
a rise in the price of mutton from 7 as. to 8 as. per pound 
will diminish much his demand for mutton (other things being 
equal), will diminish his demand from 15 to 10 pounds ; and so 
when the demand is murCh elastic for a given fall in price, it is 
also muxh elastic for the opposite rise in price. 


Elasticity is an attribute of Demand. ijfDemand is elastic 
in the sense that demand changes (increasll or decreases)\wftb 
change (decrease or increase) in the price of the conimodity. 

elasticity of demand is (a) great when there i$ a great 
change (great increase or great decrease) of demand as the result 
of a given change in price ; (b) small when there is a small 
\ change In demand (small increai^'br small decrease of demand) 
las the result of a given change in price^ 

This fact of the elasticity of demand, we find as regards 
; the demand of an individual, and also as regards the demand 
of a market. 

i In Prof. Marshall’s words, 

>' |[the elasticity of demand* in a market 4, ^^t or yall 
adoording as (x) the amount demanded increas{» muck ojjS^ 
foe; a: given fall in price ; and (2) as the amount demanded 
diminishes much or .little. for a given vise in price/ 

*Prof« Chapman, thns explains elasticity; *We say that^ demand 
}t the aemand pnee falls 
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The General Law about Elatticitsr* 

Prof. Marshall gives the following general rule about 
elasticity of demand. 

Elasticity varies with price. In general, the elasticity o/* 
demand for a commodity within any class of people will be- 
great for high prices, and the elasticity will be great or at least 
considerable for medium prices, and the elasticity of demand 
will diminish as the price falls ; and it will gradually fade away 
if the fall in price is so great that the satiety level is reached 
by members of the class. (Each class has its own levels of 
high prices, medium prices, and low prices ; and the different 
classes differ considerably as regards their levels of prices, a 
price which is regarded as a high pricQ by the working classes 
will be regarded as a low price or medium price by the upper 
classes). ^ ^ 

^ Somis rules about Q^nficity pf Pemand. (^he elasticity 
of demand is different i^or different kinds of commodities ; and 
even for the same commodity it is different for different classes 
of people. 

(i) Luxuries and Necessaries. 

(a) Highly expensive luxuries. 

The demand for rare wines (or other highly expensive 
luxuries) is elastic among the rich, the demand for these wines 
among the rich people will increase considerably with a fall in 
the price ; but the demand for these rare wines is inelastic 
among the poor — as even when there is a fall in price, the 
price will be still too high for the ixx)r and so the fall in price 
will not lead to an increase of demand among the poor. 

As is the case with rare wines, so is the case with other 
highly expensive luxuries (e.g., fruits out of season, costly 
dresses), and things like the services of a highly paid -barrister 
or an exceptionally fashionable surgeon. 

(b) Moderately expensive^ luxuries. 

As regards moderately expensive luxuries {e.g. wall-fruit, 
better kinds of fish, etc., in England ; and njpderately expensive 
varieties of sweetmeats, etc., in India), a^iaU in bf 

them will be followed by a large increase in the confmpptioit 

8 
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of them by the middle class ; but the fall will not be followed 
by a large increase in the consumption of them by the rich 
(because the rich have already that commodity to satiety and 
they do not want more of it), nor will the fall be followed by 
a large increase in the demand of the poor (because even after 
the fall in price, the price is still too high for the poor). So 
the demand of the middle class is elastic j but the demand of 
the rich and of the poor is inelastic for moderately expensive 
luxuries, etc. 

The elasticity of demand thus varies with difference in 
income, 

(c) Necessaries, 

Demand for necessaries is generally much less elastic than 
the demand far luxuries. 

In a rich country like England, even the poorer classes 
have already enough of necessaries^ like bread, salt, etc., and so 
a fall in the price of necessaries will not lead to any considerable 
increase in demand, and hence^^ En^gland the demand ^ for 
fj^cessaries is inelastic. The demancTTor is however 

elastic in poorer countries (e.g,, India, China) where the people 
have notf a siifficiency of necessaries — there a fall in the price 
of necessaries will lead to a Considerable increase of demand. 

Any article, which though not necessary, is yet clung to 
with great persistence, has ah inelastic demand, similar "fo" the 
inelastic demand for necessaries. This is the case with meat 
and many other things for the well-to-do classes. 

Things have 

demand^'jDecent dress, furniture have generally an elastic 
dmand. The demand for po pular nove ls is elastic. The 
demand for scientific books is however inelastic ; these books 
appeal to a small circle of readers, and a fall in price will not 
much increase the demand. There is always an elastic demand 
for house- room , on account of its real conveniences, and the 
social distinction which it affords. 

(it) Influence of Habit. 

When men have acquired the habit of using a cpmmodity, 
their demand for it is less elastic Sian their demand for other 
eomiJjiodiries. 
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can be applied to many 
different uses have the most elastic demand, e.g. water, iron, 
-etcT' Water is needed for drinking, for cooking, for washing 
and so on. 


(tv) Influence of suhsiiiutes, 

A commodity, wh ich has got satisfactory substitutes and 
can be easily replaced by them has naturally an elastic demand. 
Electric light has a good substitute in the gas lamp. The 
hand punkah is not however an efficient substitute for the 
electric fan. 


(v) Influence of distribution of wealth. 

“In general, elasticity of demand » increased by an equal 
distrib utiq^ ^of wealth, while an unequal distribution leads* to 
inel asticit y in demand/* (Tgussig, Prinaples, Vo\: I. Ch. X). 

• Difficulties relating to Statistical Measurement of 
Elasticity of Demand. (For these difficulties, refer to Marshall, 
Economics of Industry, Book III, Ch. IV., also Principles, 
Book III, Ch. IV). 


Measurement of Elasticity. 

(i) A method of ^neasuring eUisUcity {MarshalPs metliod followed 
by Chapman and others). 

It has been suggested that the elasticity of demand can be con- 
veniently measured in the following way : 


Number of pounds 
demanded. 

Price offered 

Total Sum Klasticity. 
(Amount X Price) 

-I lb. 

30 

as. per pound 

30 as. V 


2 lbs. 

15' 

as. per pound 

30 as. I 

Inelasticity = i 

3 IbvS. 

10 

as, per pound 

30 as. I 


4 lbs. 

as. per pound 

30 as. 

IClasticity greater 

5 lbs. 

7 

as. per pound 

35 as. 

than unity. 

6 lbs. 

6 

as. per pound 

36 as. 

7 lbs. 

4 

as. per pound 

28 as. 1 

X?lasticity less 

8 lbs. 

3 

as. per pound 
etc. 

24 as. i 

than unity. 


When the total sum paid (the product found by multiplying the 
amount and the price) remains constant, the elasticity of demand is 
regarded to be equal to unity. In our teble, the elasticity is equal 
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to unity in the first and the second and the third cases. When the total 
jsufn paid, has increased, we say that the elasticity of demand^ is greater 
than unity; and when the total sum paid has decreased, we say that the 
elasticity of demand is less than unity. Bach of the sums 35 as. 
and 36 as. is greater than 30 as. and so in each of these cases, the 
elasticity is greater than unity; and as the sum 24 as. is less than 
28 as., the elasticity in that case is less than unity. 

(2) Flux's method. 


Blasticity® 


Percentage increase of demand. 
Percentage fall in price. 


Or putting it more generally. 

Percentage change in demand (increase or decrease 

in demand). 


Blasticity = 


Percentage change in price (fall or rise in price). 


Importance of the Elasticity of Demand concept. 

The importance of the conception to the economist in 
theoretical probleni.> is great. It enables him to take note ci 
the fact that demand is variously affected by a change in price 
in the case of different commodities, and under different condi- 
tions and for different classes. And the conception affords 
valuable help in the solution of practical problems. If the de- 
mand is highly elastic, a monopolist will find it profitable to 
charge a low price and have large sales. The finance minister 
must take into consideration elasticity of demand when impos- 
ing excise and customs duties on commodities. 

IV. The Law of Substitu tion. Indifference or Equi- 
marginal Utility, (The choice Sefween different uses of the 
same thing). 

Marshall and his followers make much use of the Law of 
Substitution. Others will dispute whether in the actual 
economic world, there is really so much of substitution based 
on rational calculation. 

^The Law of Substitution is of the very greatest importance 
in Economics, it applies to consumption, production and 
distribution^ The bearing of the Law of Substitution on pro- 
duction and distribution of wealth will be discussed in their 
propjer places later on ; here we have to examine the applica- 
tion^ of the law to consumption. 
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I'he law can be stated thus — ^If a person has a thing which 
he can put to several jtrses, he will tend to distribute it between 
these uses in such a way that the thing has the same marginal 
niiliiy in each of these uses. 

The reason is this. In, this way only a person will be able 
to get the largest possible satisfaction out of the thing, and so 
every reasonable man (or woman) will tend to act in this way. 

Illustrations of the Law. 

Suppose a person has got a certain quantity of wool — 
he will (if he is a reasonable person) try to get the largest 
possi])le satisfaction out of that quantity of wool, and he will 
be able to get it only if he will distribute in such a way the 
wool among different uses for himself (with part of it he will 
make coats, with part of the wool he will make socks and so 
on) so that in each of these uses, wool has the same marginal 
utility to him. 

Suppose a person has got a certain amount of Money 

— the law states that he will tend to distribute the money 
among several uses, so that money to him has the same margi- 
nal utility in each of these uses. If he is a reasonable person 
he will want to have the largest possible satisfaction out of 
his money, and he will be able to get the largest possible 
satisfaction only if he distributes his money among his different 
purchases in such a way that money has to him the same 
marginal utility in each of these purchases. Suppose by mis- 
take he buys more hats than he requires, and he buys fewer 
pairs of boots than he wants — then the marginal utility of a 
rupee spent in buying hats is less than the marginal utility 
of a rupee spent by him in buying boots ; and he will have a 
larger total satisfaction out of his money if he buys fewer hats, 
and more boots, if he spends more money upon boots and less 
upon hats, in such a way that the marginal utility of money 
to him is the same in the purchase of boots as in the purchase 
of hats. 

Present and future uses. 

The Law applies not only to present uses ; it also applies to 
uses, some of which are present and some of which are future. 
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A prudent person will try to distribute his money between all 
uses, present and future, in such a way, that money has the 
same marginal utility in each of these uses. Of course in 
calculating the present marginal utility of a distant benefit, 
we must make an allowance for (i) the uncertainty of the future 
benefit, and (ii) for the difference in value to a nvan between a 
present and a future benefit, one being a present and the other 
a future benefit, (There is a difference in value between a 
present and a future benefit, even when the future benefit is 
I)erfectly certain. The difference is due to the mere fact of 
futurity) . 

Confumption and saving. 

The question of spending vs. saving has alwaj'^s attracted 
great attention. 

(1) Saving is iiecessary so that through saving his surplus 
income, a member of a family may make the family cconomu 
cally independent, thus allowing some of its members to do 
great work for society in art, science or literature, occupations 
where the remuneration is not always sufficient and attractive. 

(2) Another important social aspect of saving is this. 
Saving out of the surplus income of individuals provides capital 
for tools, machinery, buildings, railways and other transporta- 
tion facilities which are indispensable for the efficient produc- 
tion and exchange of economic goods. The efficiency of the 
production of wealth in a community depends in an important 
degree upon the supply of capital and the growth of ca])ital 
depends upon saving. 

(3) The economic independence of the family, if secured 
by adequate savings, will protect it when the bread-winner is 
taken away by death or is disabled by sickness, accident, etc. 
But if there are no savings, if the entire income has been 
expended on consumption, then the iamily will have to suffer 
seriously. This is the economic importance of saving from the 
family standpoint. 

So a proper amount of saving is necessary both in the 
interest of the family and also in the interest of society. Sav- 
ing IS good ; but too much of saving is not good, saving by 
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curtailing the consumption of necessaries is not in the least 
desirable. Wealth should be distributed between consumption 
and saving in such a way that a maximum final consumption 
(including both present and future, consumption) will be main- 
tained, taking long periods of time. 

In India, the surplus national income (the surplus above 
the necessaries of life) is small and so the total annual saving 
is comparatively small. This is one of the serious hindrances 
to the adequate development of the production of wealth in 
India. The mass of the people in India has not the means to 
save in any considerable measure ; but those persons of the 
middle classes who have the means to save, they are generally 
quite careful about securing the econoipic independence of the 
family as far as ix)Ssible, and perhaps among them the tendency 
is to curtail unduly consumption so as to save more. 

• [The conditions stimulating siiving will be discussed in 
connection with ‘the growth of wealth.*] 

Neceswies. Comforts. Luxuries. 

Wealth may be divided into 0) Necessaries ; (2) Comforts ; 
(3) Luxuries. 

Necessaries again are (i) necessaries for existence, the 
things (foo<i7 3rink, clothing, etc.) which are absolutely "neces- 
sary to maintain the life of the labourers and their families in 
any particular branch of industry. 

(ii) Nec^mries of e fficiency which include the necessaries 
for existence andln addition also those things which arc neces- 
sary to make the labourers fully efficient in their work. A 
small quantity of food and a little clothing are sufficient to 
maintain the life of a labourer ; but larger quantities of food 
and clothing are necessary to keep the labourer in a state of 
efficiency. 

(iii) Con^cnHPmh^^^ are things like tobacco, 

alcohol, etc., the us^oT which is so habitual and hence neces^fy 
that to obtain them, men and women wotild sacrifice to some 
extent comforts and even necessaries for efficiency ; and hence 
necessaries for eflSciency include necessaries for existence an4 
also conventional necessaries. 
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CgwjfgTj^are things which add to the efficiency of a 
labourcr^Bmadd amounts which have less value than the cost 
of the comforts. 


Luxury, 


Luxury has been dptly defined as the consumption of com- 
modities^ which are not necessari^Ss 

Prof. Gide^diSnesnttxvHry as the satisfaction of a super- 
fluous want. 

Prof. Ely defines it as excessive consumption (i.e. con- 
sumption of things which are not necessaries). 

And what are necessaries? As Prof. Marshall has remarked 
*‘the income of any class in the ranks of industry is below its 
necessary level when any increase in their income would in 
course of time, produce a more than proportionate increase in 
their efficiency.** The strictly economic necessaries include 
(i) . things absolutely essential to the industrial efficiency oi 
the average family in the class considered, e.g. food, clothing, 
shelter ; and (2) also conventional necessaries. 

Luxury is a relative term. 

we thinlc to be a ‘luxury* depends upon what we 
think to be ‘neceSvSaries.* Our idea of necessaries is relative 
to time, place and persons, and our idea of luxuries is also 
relative, differing with different times and persons, and places. 

A cup^jof tea is a conventional, necessary to.. an_Indian 
gentleman, but iTi s a lu xury to an Indian agricultural labourer 
— so we see our idea oT'a luxury recognizes a difference in 
persons. 

A shirt was considered a great luxury in E\1*'ope a long 
time agofaiid it was looked upon as a royal present ; in modern 
times a shirt is looked upon as a necessary by every Eiiropean. 
So our idea of luxury recognizes also a difference in times. 

A shitt. is a necessary for an English labourer in England ; 
but it is a luxurj^ for. an. Indian Insurer. So the conception 
of luxury recognizes also a difference in place. 

DeJeri^iple.M^m^^ Benefici^i effects of luxuries^ 

Ancient philosophers severely denounced luxuries ; modern 
economists, while recognizing the evils which spring from 
luxuries, point out that luxuries have also their beneficial effects. 
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(1) From the point of view of consumption, luxuries to a 
certain extent are desirable. The economic goal should be 
necessaries for all, and some luxuries even for the poorest. A 
pot of flowers in the room or a small piano would add 
much to the pleasure of an English workman. 

(2) Some economists point out that the desire for luxuries 
has a stimulating effect on production ; it is often with the 
object of enabling his wife to indulge in expensive luxuries 
(e.g., valuable laces, splendid mansions, big motor cars) that 
many an American millionaire has earned his millions. 

(3) One sort of provision against a national disaster is 
constituted by luxury in the form of precious ornaments. 

(4) Ivuxury prevents population increasing in excess of 
subsistence, by forming a comi)aratively high standard of com- 
fort below which people will refuse to marry and will refuse 
to have children. 

So the benefits of luxury are numerous. Voltaire has 
acutely remarked : ‘^The superfluous is also very necessary.** 

Some kinds of luxury are wrong. 

Though luxuries have their uses, yet some kinds of luxury 
are unjustifiable and must be condemned. 

(1) The economic ideal should be necessaries for all be- 
fore hixuries for any ; and luxury becomes a very great evil if 
the rich spend large sums in wasteful luxuries where there are 
many persons in want of necessaries. Luxury of this type is 
largely prevalent in India and more or less in all countries. 
When millionaires indulge in extravagant and wasteful luxuries, 
while honest hard-working labourers are in want of the barest 
necessaries, — surely this is an evil of the greatest magnitude. 
Such conduct is extremely immoral on the part of the luxurious 
rich. And such conduct is attended with great economic and 
political and social evils, because those persons who are in want 
of necessaries become thereby economically less efficient, and 
politically and socially also they are reduced to a lower level. 

(2) Luxury can become an evil in another way. When 
the rich squander immense sums on capricious luxuries, and 
poor people with a large capacity fo^ artistic and literary work 
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and appreciation have not the means to satisfy and develop 
them — ^then also luxury becomes a grave social wrong. In the 
progressive countries of Europe and also in the United States, 
the poorer people, though they cannot buy valuable pictures 
and books, yet have numerous free public libraries, public 
picture galleries which they can attend ; and the comparative 
absence of these facilities in India makes the evil more serious 
as regards the Indian people. 

(3) It has been seen that the luxuries of the rich have 
often evil effects. And what about the luxuries of the poor? 
Same kinds of poor men's luxuries are no less injurious and 
wasteful. The large sums of money spent by Indian labourers 
in the consumption of different kinds of intoxicants, the mil- 
lions wasted by labourers in Europe on alcoholic drinks — all 
these make the labourers poorer, reduce their economic efficiency,, 
and oftentimes ruin them physically, mentally and morally. 

Is art a justifiable luxury f 

Some economists hold that art is a justifiable luxury. They 
declare that unjustifiable luxury or waste consists in a dispro- 
portion between the quantity of social labour consumed and the 
individual satisfaction obtained ; and as true art (in sculpture. 
Painting, etc.) does not require on the part of the artist labour 
disproportionate to the result, as a few days* labour of the 
artist is enough to provide high artistic pleasure for generations 
of men, therefore art is not an unjustifiable luxury. 

A fallacy respecting luxury. 

There is a popular belief that luxury gives employment 
to labour, that extravagant expenditures on wasteful luxuries 
'make work' for others, and benefit them. A rich person gives 
a ball : and he employs decorators, musicians and other kinds 
of labour. The persons invited to the ball buy new dresses, 
scernts and so give employment to dress-makers, scent-makers. 

- S^vihere expenditure in connection with a luxury (i.e. the ball) 
llples employment to labour. 

The rich person instead of giving a ball to persons already 
satiated with balls, may however invest the money in an industry 
which produces goods needed by the community, and in that 
way may employ labourers in doing useful work for the com- 



CONSUMPTION 


123 


niiinity. The fallacy regarding luxury consists in thinking that 
expenditures on wasteful luxury are to be defended because 
they 'make work’ and give emplo^TOent to labourers. If the 
money instead of being spent on a ball (which is not wanted 
by persons already satiated with balls), is invested in an indus- 
try producing goods really needed by the community, then the 
money will employ labourers in a more useful way than in 
the case of the ball because in that case the labourers engaged 
in the industry are producing goods which are really useful to 
the community. 

Statistics of Consumption* 

Investigations relating to the satistics of consumption have 
been carried out in different European countries and also in 
the United States. The German writer Engel carefully 
studies a large number of family budgets * with the object of 
discovering general laws about consumption. 

The following table by Engel gives his experiences as 
regards family budgets in Saxony. 


Engel’s Table illustrating Engel’s Law* 


Labourer’s family, 


Middle class family. 

Well-to-do family. 

Subsistence 

62 



55 1 

1 

50 


Clothing 

16 



18 i 


18 


Rent 

12 


95% 

12 

1 90% 

12 

S 5 % 

Heat and Light 

5 



5 


5 


Education 

n 



3-5 


5-5 


Taxation 

I 



2 


3 


Care of Health 

I 



2 


3 


Personal service 

I 



2.5 


3-5 



lOO lOO 100 


* A family budget is the balance sheet of receipts and expenses of 
a family and if properly studied it will reveal the whole economic life 
of the family concerned. 
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From his table Engel deduces the following conclusions : ~ 

(1) The smaller the income, the greater is the percentage 
of expenditure for subsistence. 

(2) The percentage of expenditure as regards clothing is 
practically the same, whether the income is small, or whether 
the income is comparatively large. 

(3) The percentage of expenditure as regards rent and as 
regards heat and light is also approximately the same whatever 
the income. 

(4) The greater the income, the larger the percentage of 
expenditure for education, health, personal service, etc. 

Of course the percentage of expenditure in a family of a 
particular class {e.g, a labourer's family) as regards subsistence, 
clothings rent, heat, etc,, is not the same in all countries. In 
Belgium in a labourer’s family the*percentage of expenditure on 
food is 61%, on clothing 15% and rent 10% etc. ; and in the 
United States the percentage of expenditure on food is only 
43‘4 per cent., on clothing io‘6 and on rent 19*4 ; and in India 
in a labourer’s family, the percentage of expenditure on food 
will be greater than in Belgium and the United States, but 
the percentage of expenditure on clothing, and also on educa- 
tion, health, etc., will be less than in the two other countries. 
Still an examination of family budgets in all countries con- 
firms, on the whole, EngeVs conclusions and we may conclude 
generally about the consumption of diflFerent classes — 

(i) persons with small incomes, spend the greater part of 
their income on food, clothing, heat and light, and the smaller 
the income the greater the percentage of expenditure on these 
objects which satisfy merely physical wants. 

(ii) persons with comparatively large incomes, will spend 
relatively less on food and clothing and will spend relatively 
more on education, personal service, etc. 

Consumers’ Associations-^ Consumers have now associa- 
tions in different parts of the world ; these consumers’ associa- 
tions are chiefly of two different types. 

;(t) One class of associations has the object of protecting 
, the consumers* rights and interests. 
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There are consumers’ associations to prevent adulteration 
of goods, and there are the associations against Protection. 

Consumers sometimes resort successfully to strikes to de- 
mand their rights, e,g. the strike of consumers against the 
Beef Trust in the United States, the strike against the gas 
companies in France. 

(2) Another class of such associations has the object of 
teaching the consumers their duties in connection with con- 
sumption. These associations can be sub-divided into classes. 

(a) Those associations which oppose harmful or immoral 

consumption, associations against the use of alcohol, 

opium, or against the wearing of birds* feathers on ladies* hats. 
« 

(b) Those associations which try to benefit labourers. 
Some of these have white lists on which they put down the 
names of those shops where ^he labourers get satisfactory wages 
and conditions of work ; and the members of these associations 
will buy things only from these shops and not from the other 
shops. 

^Consumer’s Surplus (satisfaction). 

The conception of consumer’s surplus was first introduced 
into Economics by Prof. Marshall ; and he has done more than 
any other writer to clear up the whole subject. In view of the 
great importance of this conception in recent economic theory, 
some account of it must be given here. The conception has its 
difficulties ; and its full value can be realized only by those 
who have made a study of advanced economic theory. 

/ Suppose a man with an income of rupees two hundred 
per month lives in Calcutta ; and he has a son who is in 
Bombay. The man wants to write to his son once a week, 
and he can write to him by spending 3 pice on a postcard. 
The man's desire to write to his son once a week is so strong 
that if he could not get the postcard for 3 pice, he would be 
willing to pay even 4 annas for the postcard and as he is able 
to get the postcard for the cheap price of 3 pice for which 

• Consumer’s Surplus has been sometimes called consumer's rent • 
but the expression consumer’s surplus is now in more generafusS'*'*^ * 
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he would have been willing to pay 4 annas^ if necessarv, he 
is getting a surphi^ of satisfaction by buying the postcard 
at that cheap price. ^The surplus satisfaction oj the consumer 
from his purchase is called consumer's surplus the excess 

of ihe price which he would be willing to pay rather than go 
without the thing, over that which he actually docs pay 
(4 annas— ^ pice = i3 pice in the above illustration) is the 
economic measure of this surplus satisfactionj\y^ 

ConsttRier’s Surplus and Conjuncture. 

The coiisiinier’s surplus derived from certain commodities 
is greater than that from other commodities. Many men would 
Ijc willing to spend much moic than one anna for a newspaper 
if they could not get • it for one anna. Anna newspapers, 
matches, telegraphic messages are some of the commodities 
yielding a considerable consumer'jl surplus. 

Consumer's Su plus depends upon ihe conjuncture of cir- 
cumstances around us, it depends niH)n our social, political 
and economic environment. In a civilized country there are 
cheap newspapers, railways, telegraphic messages, etc., and 
people derive a very large consumer’s surplus from them ; in 
a country inhabited by a very backward people there are no 
cheap newspapers, etc., and the consumer’s surplus from them 
is absent. 

The Consumer’s Surplus of an individual. 

I Tow to get the economic measure of the consumer’s snr- 
l>liis of aSr individual from the purchase of a cx)mmodity— this 
has been already explained. Again a man instead of buying a 
single postcard, may choose to buy several postcards. Instead 
of buying a single pound of tea, he may buy several pounds 
of tea at a particular price. Because of the law of diminish- 
ing utility, the consumer’s surplus from his second pound is 
smaller than the consumer’s surplus Ijrom his first pound, and 
the consumer’s surplus from the third pound is still less, and 
so forth. 

total consumer's surplus of an individual in a society 
is Hate, sum of the surphises derived by liim from all commodi- 
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ties in that society ; and this is an important factor in com- 
paring the economic prosperity of individuals at different times 
and places. Qthqr thin^^^ equals the greater the con- 

sumef s surplus, the greater the prosperity. 


Total utility. Marginal utility. Price. Consumer’s Surplus. 

The relation of total utility to marginal utility has been 
already explained. (See pages 106-107).; Also the relation of 
price to marginal utility. (See page 107). The price paid by 
a man for a commodity measures its marginal utility to him — , 
and not its total utility. I^nd total utility of a commodity to 
a man ntinus the total pnce paid by him for it=consuiner*s 
surplus whlcJi he derive^ frpm the commodity .j In the case 
considered in pages 106-107 

Total utilitr=24o 

Utility of the total price paid = 180. (Total price paid=Rs. 3, 

and each rupee measures 
marginal utility i,e. 60) 

Consumer’s surplus (of utility) =60 

As Prof. Taussig remarks, “The conceptions of total utilitd 
and marginal utility lead to that of consumer’s surplus.” | 


Comumer’s S!nnrp|ipi,i||, A.^|!4«^^ Ito mea*urenaeiit. 

ffhe m eas u reme nt of consume r’s surplus in a market is a 
complicatedf tas^^ inaiSeF consiste’ojE lina^ individuals with 
different tastes and sensibilities and different amounts of in- 
come ; and so same suip of money spent in buying a com- 
modity would proiffuce different anio of pleasure (and differ* 
ent amounts of consumer’s surplus) to the different per^ns of 
the market.)) If me neglect the fact that the same suni of money^ 
represents “^different amounts of pleasure to different people,, 
we may measure the surplus satisfaction wltich the . sale of uj 
commodity fi^ords ^o a/^rket by the: aggregate of the swn^ 
by which the prices shown in a complete list of demand pricey 
for the commcMix .exeeeds its jelling , price. . (Temperament^ 
and sensibilities and also the incomes of different indiyidtmJs 
of the market differ ; but fo r comparative p urpo ses between 
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two large groups of men, if we take averages sufficiently large, 
if we take a market consisting of a large number of individuals, 
it is perhaps possible to eliminate these sources of disturbance 
as regards the calculation of the consumer’s surplus of a market. 
This is Marshall’s opinion)^ 


A critical examination of the Doctrine of Consamer’s 
Snrplns. 

Objections to the conception of Consumer's Surplus 
examined, 

(i) The conception of ccmsumer's surplus is purely 
imaginary, hypothetical and illusory. 

Prof. Nicholson* has raised objections to the notion of 
consumer’s surplus. “Of what avail is tt to say that the utility 
of an income £100 is worth (say) £1,000 a yearV’ 

Marshall's reply to this criticism. 

Prof. Marshal] says that there would be no avail in saying 
that the utility of an income £ 100 a year is worth ;Ci,ooo a 
year ; but there might be use in saying that a man with an 
income of £1,000 a year in Central Africa is not so well-ofiF as 
a man with an income of £300 a year in England, when com- 
paring, say, life in Central Africa with life in England. A 
man with ;£3oo a year living in England will be able to buy 
many things (e.g. newspapers, cheap literature, electric light, 
etc.), which a man with ;Ci,ooo a year living in the wilds of 
Central Africa will not be able to procure for his money ; so 
the utility of ;£3oo a year in England is greater than the utility 


* He argues somewhat in the following manner. Suppose a person 
has £100 a year. Rather than starve, he would give the whole £ioo 
for his food; but his food costs him only £ro, so from tlie purchase of 
his food he has a consumer’s surplus of £90. Suppose similarly that 
hfs clothing costs him £xo, and he gets from it a consumer’s surplus 
j£ 50. Again if he could not have a house for less than £30, he would 
be filing to pay <,'30 for a house; but he is able to get a house for 
£xo and so in this case he obtains a consumer’s surplus of £20, So he 

f tids £xo for food, £xo for clothing and ^xo for house-room, in all 
; and for that expenditure he gdts a consumer’s surplus of 
o*fSO+2o=^j£i6o)* Ana for the remaining £20 of hie expenditure he 
wouMl get more consumer’s surplus, Suppose in this way by including 

E iner’s surplus^ tha utility pf hie income of £100 amounts U> £tQoo» 
sui'h a meth04 of measurement of utility seems to he purely 
heticat and arbitixiry. 
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of £i,ooo a year in Central Africa. [Marshall implies that in 
a similar manner under certain circumstances the utility of an 
inooiiie £xoo a year in one place may be worth (sa>) ^i,ooo a 
year in another place or time.] 

(2) An important limitation is that the doctrine of ca«- 
sumer*s sufplus is not properly applicable to necessaries. 

Rather than die of hunger, a man would offer his whole 
income for the minimum quantity of food. His life depends 
iUpon it. In this case the total utility and consumer’s surphts 
from the food may be calculated as infinite. 

Some economists think and think iustly that it is better 
not to speak of consumer’s surplus in connection v,dth neces* 
saries. Strictly speaking, the minimum necessaries ward off 
pain, they do not yield satisfaction. ''Only where the stage 
has been reached of possible comfort, of some choice in the 
direction of expenditure can there be anything in the nature 
of a real surplus of satisfaction for the consumer” (Taussig). 

Taussig finds other limitations on the consumer’s sur}>lus doctrine 
relating to (i) conventional necessaries and {i) articles having a high 
prestige value, e.g, costly stones, rare paintings and statues when there 
is a great fall in their prices. 

(3) The objection that the marginal utility of money may 
change [and may make the measurement of consumer's surplus 
inexact). 

In the discussion of consumer’s surplus it is assumed that 
the marginal utility of money to the individual purchaser is 
the same throughout. As a matter of fact, the marginal utility 
may change. 

The more a person spends on anything the less power he 
has of purchasing more of it or of other things— in other words, 
with every fresh expenditure the marginal value of money to 
him increases. Prof. Nicholson objects strongly to Marshall’s 
neglecting in his theoty of consumer’s surplus the possibility 
that the marginal utility of money to a purchaser may be thus 
appreciably altered in the course of his purchases. 

(MafshaU*s reply — ^Marshall declares that the fact noted 
^abti[ve will not affect the substance of his argument ; and that 
vltRiKe are few practical problems in which corrections to be made 
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itnder this head would be of any importance. A man does not 
generally spend a large portion of his income on any particular 
article, and so the marginal utility of money does not change 
appreciably). 

(4) The objection that an increase of purchases makes 
necessary the redrawing of the demand prices {and of the 
demand curve). 

lyet us see how the demand prices are made out. Suppose a man 
would pay 20 shillings for one pound of coffee — this is his demand 
price for 011c pound; he would pay 15 shillings for the second pound, 
the sum of 15 shillings (which represents the additional utility of the 
second pound) is the demand price for each of tw() pounds ; he w^ould 
pay 10 shillings for the third pound, the sum of 10 shillings (which 
represents the additional utility of the third pound) is the demand 
price for each of three pounds and so forth. Mark carefully that in the 
list of demand prices on the pfan here adopted, the demand price for 
the second is 15 shillings which is the additional utility of the second 
pound and not the average utility of two , pounds (the average utility 

is -17/^ shillings), and the demand price for the third pound 

is 10 shillings which is the additioiidl utilit\ of the third pound and 
not the average utility of three pounds (average utility in this case is 

^ I P shillings). And it is clear that the additional utility 

(and therefore the demand price) of the second pound femains 
unchanged when the man increases his purchases and buys a thiid 
pound; and so there is no necessity for redrawing the demand prices 
with the increase of purchases. 

(The average utility chaiigefi and diminishes with every increase 
of purchases. And so the objection al>out the redrawing of demand 
prices would have been valid if the demand price set against each 
number of pounds of coffee represented the average utility and not the 
additional utility). 

(5) The objection as regards rival commodities and sub- 
stitutes. 

Wheat and rice are rival commodities, they are partial substitutes 
for each other; and so are tea and coffee and other similar things. 
What about consumer's surplus in such cases? 

If tea could not be had at all, people would increase their con- 
sumption of coffee and ’vice versa. If the people are deprived of both 
tea and coffee together, their loss would be greater than the sum of 
their losses from being deprived of either tea or coffee separately. 
The total utility of tea and coffee is thus greater than the )suni of 
(i) the total utility of tea calculated on the suppasition that people can 
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have coffee as a substitute, and (ii) the total utility of coffee calculated 
on a similar supposition as to tea. 

Prof. Marshall points out that this difficulty can be theoretically 
-evaded by grouping the two rival commodities (tea and coffee) together 
under a common demand schedule. 

(6) The objection thot^ the list of demand prices is often 
incomplete. 

It has been also pointed out that we cannot guess at all accurately 
how much of anything people would buy at prices very different from 
those which consumers are accustomed to pay for it ; or in other words, 
w'hat the 'demand prices for the commodity w-ould be for amounts very 
■different from the amounts of the commodity which are commonly sold. 
The result is that the demand prices except those in the neighbour- 
liood of the customary price of the commodity are based more or less 
on mere guess-work and so our estimates about the whole amount of 
utility (and of consumer’s surplus) o| any commodity contain perhaps 
large elements of error. 

As regards this theot^eiical difficulty, Marshall points out that the 
difficulty is not important practically because the chief applications of 
the doctrine of consumer’s surplus relate to changes which would 
accompany changes in the price of the commodity in question in the 
neighbourhood of the customary price. 

(7) The objection about the difficulty of measurement of 
consumer's surplus in a market. 

Let us now pass from the subject of con.sumer*s surplus 
in relation to the demand of an individual to the subject of 
consumer’s surplus in relation to the demand of a market. 

Marshall says that we measure the consumer's surplus 
which the sale of a commodity (say, tea) affords in a market 
(say in the London market) by the aggregate of the sums by 
which the prices shown in a complete list of demand prices (of 
different individual purchasers) for tew in the market exceeds its 
selling price 

An objection has been made to this kind of measurement 
of consumer’s surplus in a market on the ground that allowance 
may have to be made in regard to different people for differences 
of sensibility and for differences of wealth,^ 


* For Nicholson’s interesting remarks on this point, refer to his 
Principles, Vol. I, Chapter III. Note. 
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The same sum of money really represents different amounts 
of pleasure (and different amounts of consumer’s surplus) to 
different people in the market according to their differences of 
sensibility and differences of wealth. A pound’s worth of 
satisfaction to an ordinary poor man is a much greater thing 
than a pound’s worth of satisfaction to an ordinary rich man ; 
and similarly satisfaction from the expenditure of a pound is 
also different according to differences of sensibility. 

Marshairs reply* 

In reply Marshall points out that this allowance need seldom 
he made in considering large groups of people (the reason being 
that by far the greater number of events with which economics 
deals affect in about equal proportions all the different classes 
of society so that if the money measures of the happiness caused 
by two events are equal, there is not in general any very great 
difference between the amounts of happiness in the two cases). 

^Limitations of the Consumer's Surplus Doctrine. 

Our examination of the doctrine has shown that the theory 
of consumer’s surplus is useful and helpful but with certain 
limitations. 


* Conaumer’s Surplus, 

Some opinions. 

(i) Taussig's conclusion. 

Taussig's conclusion on the whole subject of consumer's surplus is 
balanced and well-judged. 

"How substantial is this surplus? and how far is this mode of 
measuring it satisfactory f To ask these questions is only to ask, in 
different words, how substantial total utility is, and how far we can 
measure total utility 

Total utility and consumer's surplus are not fanciful. That they 
are real is shown by their accord with familiar phrases. We often say 
that we get a thing for less than it is worth to us, meaning that what 
we give for it offers less satisfaction tlian the thing we buy. This is 
merely stated witll more care and precision when we say that a con- 
sumer's surplus is secured. Tho that surplus may not be clear 
either at the lower end of the scale of consumption, where bare 
necessaries alone are bought, or at the upper end, where mere vanity 
is satisfied, it is unmistakable in regard to what may be called the 
true enjoymentijl of life, A varied diet, abundant houseroom, clothing 
and fittings that permanently please the taste, the gratification. which 
all get from the minic arts, distraction coming after monotonous work, 
th£ pleasures of the intellect— these are things not less enjoyed when 



CONSUMPTION 


I3S 



^ The doctrine is not properly applicable to the minimum 
of rieces^hries. (2) Taussig maintains that it is not applicable 
also to many coHVSBtional necessaries. 


j|ijj|]^oreover (a) we do not get the complete list of 
dcmanoprices, as regards the individual, (b) we have to make 
the assumption that he spends only a smalTportion of his in- 
come on any particular article and the marginal utility of money 
to him does not change, and ^ as regards measurement of 
consumer’s surplus of a market we have practically to assume 
that the same sum of money represents the same satisfaction 
to different persons — a precise and exact measurement of con- 
sumer's surplus (and of total utility) is therefore impossible. 
A rough and approximate calculation is all that is possible^ 


Theoretical and practical importance of the Doctrine of 
Consumer’s Surplus, • 

The idea of Consumer’s Surplus is regarded by many economists as 
of much interest and importance in theoretical and practical problems. 

This doctrine draws prominent attention to the very important fact 
that the price of a commodity does not always measure the satisfaction 
derived from it. The price may be small, and the satisfaction may- 


abundant and cheap. They often have a utility much greater than is 
indicated by the price of them. Tho their utility be not susceptible 
of measurement, total utility is certainly large and consumer’s surplus 
is correspondingly large.” — ^I'aussig, Vrinciples of Economics, vol. i, 
1925^ pages 125, 129. 

(2) /. M. Keynes and F. Y. Edgeworth on the Consumer's Surplus 
Doctrine. 

J. M. Keynes and F. Y, Kdgeworth, distinguished British econo- 
mists and admirers of Marshall’s notable work in Economics, have 
high appreciation of Marshall’s Doctrine of Consumer’s Surplus. 

Edgeworth emphatically points out that Marshall himself fully 
recognised the important limitation on his doctrine depending upon 
changes in the marginal value of money — “before the publication of the 
Principles Marshall quite understood — ^what the critics of the doctrine 
in question have not generally understood, and even some of the 
defenders have not adequately emphasised — that the said measurement 
applies accurately only to transactions which are on such a scale as 
not to disturb the marginal value of money* — Memorials of A Ifred 
Marshall edited by A. C. Pigou, 1925, page 44 (footnote). 

We have also the admission by J. M. Keynes —“The special concep- 
tion of Consumers* Rent or Surplus, which was a natural development 
of Jevoiiian ideas, has perhaps p^foved less fruitful of practical results 
than seemed likely at first.” — Memorials of Alfred Marshall, page 44. 
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be large— there may be a large consumer’s surplus. A plentiful supply 
of good food, sufficient clothing, adequate house-room, reasonable 
amounts of artistic and intellectual enjoyments — these things yield 
much greater satisfaction than the price paid for them, they give a 
large consumer’s surplus. 

The Consumer’s Surplus Doctrine enables us to estimate some of 
the benefits which a person derives from his environment or conjunc-' 
ture. 

(a) The importance of Consumer's Surplus in economic comparisons 
between different periods and different countries. While comparing the 
condition of the working class (or any other class) of a country at one 
time with the condition of that class at some other period or in some 
other country, we must take into consideration consumer’s surplus. 
Other things being equal, the greater the consumer’s surplus, the better 
is the economic condition of the class. 

1 (b) The importance of Consumer's Surplus in connection with the 
effects of price changes and of taxes and bounties. In such inijxirtant 
problems as the effects of (i) the raising and the lowering of prices 
by private monopolies or public undertakings like State Railways, 
municipal waterworks and tramways and of (ii) Government taxes and 
bounties, w e shall do well to pay very particular attention to Consumer 'a 
Surplus. 

A monopolist who while seeking his owm profit has also some 
regard for public welfare will fix such a price for the commodity as 
will save some of the consumer’s surplus of the community. [Cf. 
M^rshoXl— Principles^ Bk. V. Chapter III.) 

State railw^ays and other public businesses have to determine the 
prices at which they wdll sell their services to the public; and they 
should determine prices in sucli a manner tliat the income of the State 
is not derived at more than proportionate loss of consumer’s surpluvS 
to the public. So far as possible, the expenditure by the Government 
on bounties should be so regulated as to yield more consumer’s surplus 
than the expenditure on the bounties; and the State in levying a tax 
must look to it that what the State gains by the tax, more than that 
is not lost by the public in consumer’s surplus. 

Of course the practical importance of consumer’s surplus in connec- 
tion with such problems is much diminished by the fact that suitable 
statistical materials are at present not available. But as statistics are 
better organized, the practical imporfance of the discussion of consumer’s 
surplus will steadily increase. 

CmiMinqitioii and Pirodaetkm. 

The relation of Consumption to Production is of great im- 
, portance. 
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CConsumption leads to the destruction of utilities, and it is 
the object of production to produce utilities to replace this 
destruction. 

Consumption is a *stimulus td production. It is the growth 
in the intensity and variety of the demands of the consumers 
that leads to the increase of production and thus of the employ- 
ment of labour. 

Although in one 'way consumption through demand deter-' 
mines production, in another way production through the con- i 
ditions of supply determines consumption. The price of a thing! 
is as important ^is its utility in determining what quantity of 
a thing would be consumed within a country ; if the cost of 
production of a thing is cheapened and if it is sold at a cheaper 
price, it will be sold in larger quantities, its consumption will 
increase — cheap production leads to larger consumption ; and 
articles which hav^a la?^'e coirbl^pfoaucfioirw^^^^ gradually 
replaced generally by rival articles with a lower cost of pro- 
duction^ 

Consumption and Distribution. 

The connection between Consumption and Distribution is 
also very intimate — the consumption of wealth by a man obvi- 
ously depends upon his income. For example, while incomes 
are unequal, some very large and some small, then there is 
abundant scope for the more expensive forms of luxuries which 
will be consumed by the persons with larger incomes. Suppose, 
however, socialism is established and all incomes are reduced to 
a moderate leyel ; there would be now no scope for the consump- 
tion of the more expensive luxuries by an individual for him- 
self because he would not have the income for it. 

Consumption and Social Pk^ogress. 

The study of consumption throws great light upon social 
progress. The consumption of individuals and of nations 
depends upon the existing distribution of wealth ; statistics of 
consumption are very useful in indicating the wealth of various^ 


♦ See Patten’s theory p. 96. 
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classes, and statistics continued for a certain period will help us 
to a large extent to decide whether society is progressing or 
declining from the economic point of view. 

The larger and the more well-regulated is the consumption 
of individuals and classes, the better it is generally for society ; 
social progress depends upon adequate consumption, and it also 
depends upon well-regulated consumption. Wasteful consump- 
tion and also harmful consumption (e.g. the use of intoxicants, 
etc.) are not conducive to social welfare. 

Siuimiary. 

1. Coiisuniption means the consumption (t.e., destruction) of utili- 
ties. It is the use of goods in the satisfaction of human wants. 

2. Wealth is the substance •of which utility is the attribute. Any- 
thing which satisfies a human want is said to have utility. To a man 
possessing a commodity, initial utility is tjie utility of the first unit 
of the commodity; total utility is the utility of all the units, and 
marginal utility is the utility of the unit which is at the margin of hie 
purchase. 

3. As regards human wants, we have to notice— (i) their infinite 
variety, (ii) the satiability of each want, (iii) some wants are competi- 
,tive, and (iv) some are complementary. 

4. Laws of Consumption — 

({) An increasing supply of a commodity means a diminishing 
utility for each successive unit. Generally speaking, the more we have 
of a thing, the less we want still more of the thing. (The Law of 
Diminishing Utility), 

{ii) The amount of a commodity demanded increases with a fall 
in price and diminishes with a rise in price. (The General Law of 
Demand) . 

(Hi) In general, the elasticity of demand for a commodity within 
any class of people will be great for high price®, and the elasticity 
will be great or at least considerable for medium prices and the 
elasticity of demand will fall as the price falls. (A Law about the 
Elasticity of Demand). 

{iv) A man who has a commodity capable of being put to several 
uses, tends to distribute it among these uses in such a way ^at the 
commodity has equal me^ginal utility in each of the uses. (Tie Law of 
I^ui-maripnal Utility). 

3. From the standpoint of consumption we have to distinguish 
between necessaries, comforts and luxuries. 

’ Within limits, luxuries on the part of the rich as well as on the 
part of the poor have to be carefully guarded against. 
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6. Generally, the smaller the income of a man the greater is the 
proportion of expenditure on subsistence {i.e,, necessaries), and the 
smaller is the proportion of expenditure on the comforts and decencies 
of life. 

7. Consumer’s surplus from a commodity refers to the surplus of 
utility over its cost. 

Within limits the concept of consumer’s surplus is useful and even 
invaluable. It however does not apply to the minimum of necessaries, 
and it can be only roughly measured. 

8. Consumption is the end of production. In fact consumption 
(want-satisfaction) is the motive which impels most men to most 
economic activity. 

Hence the importance of consumption and its place as the first 
division of Economic Science. 


QnestioM. 

1. What is Consumption? What is Utility? Marginal Utility? 

(C. U. Hons. 1919). ^ 

2. Write a note on the characteristics of human wants, 

3. State and explain the I/aw of Diminishing Utility. Give illus- 
trations. (A. U. 1899). 

4. (a) Explain Demand Price, Marginal Demand Price, Demand 
Schedule of a market. 

(b) Explain carefully what is meant by an increase of demand. Is 
it possible under certain circumstances for the demand to increase and 
yet for market price to remain unaltered? If so, explain the circums- 
tances. (A. U. 1911 and 1919). 

5. State the law of Demand. (C. U. 1914). 

Upon what experience is it based? 

6. Explain the Elasticity of Demand and show how it may be 
measured (C. U. 1914). 

Show the importance of Elasticity of Demand in theoretical and 
practical problems. (C. U. 1915). 

7. (a) Give Marshall’s general rule about the Elasticity of Demand. 

(b) What are the things having an elastic demand? And of what 

articles would you expect the demand to be inelastic ? Give illustra- 
tions. (C. U. 1916). 

What do you mean by ‘elasticity of demand’? Would the demand 
for a commodity be elastic or inelastic (a) if it is one of the necessaries 
of life, (b) if there are many possible uses for it, (c) if it has many 
substitutes, (d) if its use constitutes a habit? (C. U. 1925). 

Give Indian examples of the principle of Elasticity of Demand. 

8. State and explain the Daw of ^ui-marginal Utility. 

The Daw of Equi-marginal Utility does not compel people to spend 
money so as to realise equal marginal utility from each use. Is it 
correct then to speak of it as a Daw?^ 
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g. Distinguish between necessaries for existence, necessaries for 
efficiency, and conventional necessaries. 

Write a note on luxury,- its use and abuse. Is there any truth 
in Voltaire’s remark “The superfluous is also very necessary”? 

Or, 

What is a luxury? Under what circumstances is luxury justified? 
(C. U. 1917). 

Is the consumption of luxuries beneficial in an economic sense to 
society ? (C. U. 1924) . 

10. (a) Write a critical note on Consumer’s Surplus. (C. U. 1913^ 

1914. 1931)- 

(6) l?xplain what is meant by Consumer’s Surplus. 

Show that under certain circumstances it is capable of measurement, 
(c) Indicate the importance of the Consumer’s Surplus concept in 
theoretical and practical problems. 

11. Analyse the following concepts, and point out how they are 
interconnected : Marginal utility, total utility, price and consumer’s 
surplus. (C. U. 1922). 

12. Describe the connection between production and consumption 
(C. U, 1924). 
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PRODUCTION. 

CHAPTER I. 

What is Production? 

stands for production of utilities. 

Mmu Man cannot create material 

things out of nothing — he cannot create matter ; he only pro- 
changing the form or arrangement of mailer 
he produces a knife by changing the 
arrangement of matter in a piece of steel, or he produces a 
bench by changing the arrangement of matter in a piece of 
wood.j 

In the words of Marshall, “All that man can do in the 
physical world is either to re-adjust matter so as to make it 
more useful, as when he makes a log of wood into a table, or 
to put it in the way of being made more useful by nature, as 
when he puts seed where the forces of nature will make it 
burst into life.’* 

The work of production consists 

(i) in producing form utilities, i.e. changing the form of 
things, e.g. manufacturing a chair of wood ; 

(it) in producing keeping things for a time 

and in that way giving tSem an additional utility, e.g. in pre- 
serving fish or meat so that they will last for some time ; 

(Hi) in producing i.e. in giving things an 

additional utility by removing them from a place where they 
are less wanted to a place where they are more wanted. The 
man who transports rice from districts where rice is abundant 
to districts where rice is wanted gives to the rice 'place utility \ 
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Production or the making of utilities includes lm, ; 

(1) obtaining from land or sea or rivers or mines, etc., 
things which grow there or are found there, e.g, farming, 
fishing, mining, etc. 

(2) manufacturing of things, e.g. the manufacture of cloth, 
of knives, of chairs, etc. 

(3) transporting from one place to another by railways, 
by steamships and in other ways ; 

(4) trading or the performance of the function of distri- 
buting goods among those persons who want the goods ; 

(5) directly supplying services to consumers, e.g. singing, 
acting, domestic service, etc. 

The carpenter who makes a bench out of a piece of wood is 
a producer, because he gives an additional utility to the piece 
of wood. The fisl erman is a producer,* because he produces an 
additional utility by taking the fish from the sea where it is 
not useful to-man,to a place where it is wanted. And the 
railwayman who transports the fish from one place to another, 
and the trader who takes fish from places where it is less 
wanted to places where it is more wanted — they also, each of 
them, produce utilities. Hence the man who transports things, 
and the trader — they also are producers. 

Agents of Piroduction. 

Earlier economists have generally spoken of three agents 
of production, viz. Land (Nature)., Labour mod Capital; 
but many modem eSSttmhists'addjlEiinSil^^^ 
as another agent, specially in a ^v^e!^ld 'Sbt^bmic socllty. 

(1) Land (Nature). 

The word 'Land' is used by economists in this connection 
to mean not land in the popular sense of the word, but the 
whole of animate and inanimate Nature {exclusive of man), the 
whole of the materials and the forces, which Nature gives freely 
for man’s aid, e.g. agricultural land, biiilding land, etc., forests, 
rivers, seas, mines, wind, light, heat, attraction of gravitation, 
etc.' 
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(2) Labour. 

Labour as an agent of production includes human activities 
of all kinds, physical as well as intellectual — labour is supplied 
hy man. The efl&ciency of production depends upon ‘land/ 
and it also depends greatly upon the efi&ciency of labour, 

(3) Capital. 

It has been already pointed out in Book I that Capital is 
that part of the wealth of a man which is used by him in the 
production of wealth. In a primitive stage Man gets things 
from Nature, with little or no assistance from Capital ; with 
the progress of industrial civilization, Man requires the help 
of more and more Capital to increase his power of getting things 
from Nature, to increase his efficienoy of production ; and other 
things being equal, the greater the amount of Capital (tools, 
machinery, raw material^, etc.), the larger will be the total 
volume of production. 

In a modern industrial society, Capital helps in produc- 
tion by 

(/) supplying tools, machinery, buildings required for the 
purpose of production ; 

(it) supplying raw materials for the purpose of produc- 
tion ; 

{Hi) supplying the means out of which labourers will be 
maintained when they are engaged in the work of production. 

Capital is hence regarded as a third agent in production, 

(4) Enterprise or Organization. 

Recent writers add a fourth agent of production, viz,, 
Enterprise or Organization, Organization refers to the organiz- 
ing of land, labour and capital for the work of production. 
Organization aids knowledge ; and it helps us to subdue Nature 
and force her to satisfy our wants. 

Uncertainty-bearing as a factor of production. 

Pigoti, 

Professor Pigou in the Econofnics of Welfare (Appendix I) treats 
uncertainty-bearing as a separate factor of production. 

'*It is customary in economic discussion to class together as factots 
of production, along with the services of Nature, waiting and various 
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sorts of mental and manual labour. In a world in which all future 
events were perfectly foreseen this catalogue would be substantially 
adequate. But in the actual world some future events are not perfectly 
foreseen. On the contrary, in the vast majority of enterprises, in the 
Conduct of which resources are waited for, they are also exposed to 
uncertainty ; they are turned, that is to say, into a use, the result of 
which cannot be certainly predicted. In these circumstances it is proper 
that there should be added to the list of factors of production enumerated 
above a further group comprising various sorts of uncertainty-bearing. 

Uncertainty-bearing, though generally associated with waiting, 

is analytically (juite distinct from it Uncertainty-bearing is an 

independent and elementary factor of production standing on the same 
level as any of the l>etter-known factors.'* 

The agents of production ultimately reducible into two. 

According to the classical economists there are three agents 
of production ; and according to recent writers the agents of 
production are four. 

These four agents of production are ultimately reducible 
to two, viz., I. Land (Nature), and 2. Labour (Man). 

Capital is an intermediate product of Nature and Man, 
nothing more. Capital is the product of Land (Nature) and 
Labour (Man). Man by the application of Labour to Land 
creates wealth, and he saves part of the wealth that is produced, 
and uses this saving as Capital. Again Enterprise or Organiza- 
tion is only a form of labour, it consists in the labour of organiz- 
ing. So the ultimate agents of production are Land (Nature) 
and Labour (Man). 

Of Nature and Man, Man is the active agent and is thus 
more important than Nature. ‘Trom every point of view, man 
U the centre of the problem of production as well as that of 
consumption (Marshall) . 

Man alone plays an active part in production, and on this ground 
Prof. Gide holds that Labour (Man) alcme is an agent pf production, 
in the strict sense of the word. Nature plays a purely passive part, 
and so does Capital. Gide prefers to call Nature and Capital factors 
of production ; Labour is a factor, and something more, it is an agent. 

Supply Price. . 

The supply price of a commodity depends upon the condi- 
*tions of production. 

As the demand price for a certain amount of a thing during 
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a given period (e.g. a year) is the price which will attract pur^ 
chasers for that amount of the commodity ; so the supply price 
of a certain amount of a commodity during a given period is 
the price which will be sufficient to call forth that amount of 
supply of the commodity. ^ 

Many diflFerent things are required to produce a commo- 
dity ; and so the supply price of a given amount of that com- 
modity will be the sum of the supply prices of the different 
things required to make that amount of the commodity. The 
supply price of a thousand yards of silk cloth will be the sum 
of supply prices of the different amounts of the different things 
{e.g, the price of raw silk, the prices of coal and other materials 
required for the process of manufacture, the wages of labourers 
engaged in manufacturing the silk, the earnings of manage- 
ment, interest and insurance on capital, etc.) required to produce 
those 1,000 yards of silk cloth. 

We shall see later on how the relations between the Supply 
Price and the Demand Price of a commodity (or a service) 
influence and determine its value. 

Summary. 

Man produces utilities only. 

Production means not the creation of matter but the creation of 
utilities relating to existing matter. 

The work of production includes the production of (a) form utilities, 
(b) time utilities, and (c) place utilities. 

The agents of production are four, viz., (i) lyand, (2) Labour, 
(3) Capital and (4) Organization. These four agents are ultimately 
reducible to two— Land and Labour; for Capital is the product of Land 
and Labour, and Organization is only a form of Labour. 

Book IV deals with production or the supply of things. The supply 
price of a certain amount of a commodity is the price which will be 
sufficient to call forth that amount of supply of the commodity. 

Questions. 


1. Define production. 

‘*]Man produces and consumes utilities only"— Explain. 

Is the trader a producer? The railway man? The physician? 
The actor? 

2. What are the agents of production? Of these what are the 
ultimate agents ? 

3. Explain Supply Price. 
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CHAPTER II. 

LAND (NATURE). 

The Law of Diminishing (i.e. non-proportional) Return 
from natural agents. 

First, we take up the law of production from natural agents. 

This is the law of diminishing return and it should be 
studied carefully. For its influence extends over a very wide 
area, and its importance is great not only in the theory of 
production, but also in the theory of distribution. It belongs 
to the very foundations of Economics and is one of the funda- 
mental principles of the science. 

The Law* is this : Avhen a farmer applies more capital 
and’^Bmtr«r% piece or land, he gets an increase of product 
from the land. The increase of product is (in general) less than 
, in proportion to the increase of capital and labour — this is the 
iaw pf diminishing return. An increase of product is obtained 
by an increased application of labour and capital to land (and 
other natural agents), hut after a certain point (i.e, after a 
certain amount of labour and capital has been applied, the 
amount depending upon the circumstances of the case) each 
successive unit of the product is obtained at a greater cost than 
the preceding unit. After this point, the cost of each successive 
unit of product increases. In other words, with the same cost, 
there is a smaller product (i.e. a diminishing return) than befor^ 

All the wheat required in a country is not produced from the best 
acre of land in that country. Why? Because of the law of diminish- 
ing return. All the iron ore required in a country is not produced 
from the best iron mine of that country. Why? Again because of 


* The law as applied to the cultivation of land is the practical 
experience of farmers of all countries Snd of all times. Economists 
have not discovered the law. They have only made it definite and 
have deduced iiilportant conclusions from it. (For the history of economic 
ideas relating to Diminishing Retruns, see Cannan, Theories of Produc- 
tion and Distribution, Chapter V. See also Carver's Distribution of 
Wealth, Marshall's Principles, Book IV, Chapter III, or Marshall's 
Ecohornics of Industry, Book IV Chapter III). 
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the law of diminishing return. And this we find as regards the pro» 
duction of agricultural products and minerals from land, and also as 
regards production from other natural agents. 

Suppose there was no law of diminishing return. Suppose an 
increase of capital and labour applied to a piece of land could produce 
a proportionate increase of product — suppose by doubling labour and 
capital a double product could be secured, ten times the labour and 
capital could produce ten times the product from the same piece of 
land, etc. Then by applying sufficient labour and capital all the 
produce required by a country could be produced from a single acre of 
land. 

It is only because of the operation of diminishing returns that all 
the agricultural produce required in a country cannot be produced from 
a single acre of land, and all the iron ore wanted cannot be raised from 
the best iron mine in the country. 

An illustration. 

Every practical fanner acts upon this law of diminishing 
return, though perhaps he has not heard of the name given to 
it by economists. M. Jourdain in Moliere’s well-known play 
talked prose without knowing it. And the practical farmer 
will be surprised to learn that he follows economics all his life, 
without knowing anything of economics and economists. 

The practical farmer after applying some labour and capital 
to the best acre of land, will take more land and apply the rest 
of his labour and capital to that land. The reason is that he 
knows that there is a limit beyond which further expenditure 
of labour and capital even upon the best acre of land will not 
be profitable. This is because of diminishing returns from that 
best acre of land after a certain point. 

Suppose the farmer is cultivating jute in Bengal ; he esti- 
mates that with a small expenditure of capital and labour 
(Rs. lo worth of capital and labour) per bigha,* that is, if he 
ploughs his soil hurriedly and insufficiently and if he uses very 
little manure even then a certain amount of product will be 
raised from the bigha. If he uses more capital and labour 
(Rs. 20 worth of capital and labour) per J:)igha, if he ploughs 
his lan<J more thoroughly and uses manure, the produce will be 
perhaps greatly increased, and the increase in produce will be 

♦A bigha of land (in Bengal measure) =3025 Sq. Yards. 

10 
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perhaps more than in proportion to the increase in expenditure 
of capital and labour — he will get i nci^asff ^ returns. He may 
sometimes get also constant returns! ' SdoSt or later, however, 
the point of diminishing return is reached. 

If he goes on to spend more and more capital and labour 
upon that bigha of land, he finds that a point reach ter 
ifihichf increased expenditure of capital and labour is followed 
by less than proportionate increase in the amount of produce 
raised — Tie will get diminishing returns {and not increasing or 
constant returns), 

^The man applies Rs. lo (or multiples of Rs. lo) worth of 
labour and capital at a time. Suppose when he applies the 
first ten rupees of labour and capital, he gels a product of 4 
maunds of jute. And when he spends Rs. 20 (Rs. lo+Rs. 10), 
the amount of jute produced is 9 maunds, application by him 
of a second sum of Rs. 10 to the cultivation of that bigha has 
increased the product by 5 maunds (not 4 maunds, nor 3 maunds 
etc.) — here he has increasing returns. For the second sum of 
Rs. 10 has added more to the production than the first sum of 
Rs. 10. And when he spends Rs. 30, he gets ii maunds, the 
application by him of a third sum of Rs. 10 to the cultivation 
of the same plot of land has increased the product from 9 
maunds to ii maunds, it has added 2 maunds to the production 
--here he has dindnishing returns, the increase of product 
from the land is not proportionate to the increase of capital 
and labour. The third sum of Rs, to has added less to the 
production than the second sum of Rs, 10 

10 Rs. worth of 4 maunds of jute. 

labour and capital. 

30 ,, „ 4 + 5“9 9 f M (Increasing Return). 

(20=10+10) 

30 M 4+5 + 2 = 11 „ ,, (Diminishing Retuni). 

(30=10+10+ 10) 

And if the farmer goes on increasing his expenditure of 
capital and labour, hfe will find that the increase in the capital 
and labour applied will cause a less than proportional increase 
in the amount of produce raised from the land. 

The Law relates to the amount of the produce. 
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The Law does not refer to the pnoe of the produce. 

[If the price of the produce is high owing to strong demand 
for the produce, then the farmer will continue to increase his 
expenditure of capital and labour .upon the land after the point 
of diminishing returns is passed, because the high price of the 
product will remunerate him even when the increase in the 
amount of produce is less than proportionate to the increase in 
the amount of capital and labour invested in the cultivation of 
his land.] 

1. (A) Marshall’s provisional statement of the Law of 

Diminishing Return* 

The law of diminishing return as applied to land is thus 
provisionally stated bjr Prof. Marshall : 

''An increase in th(^ capital and labour applied in the culti- 
‘ general a less than proportional increase 

in the amount of produce raised, pnless it happens to coincide 

the; arts of apiculture. ^ 

Lim itotions relatin|^ to lUiw of DimmiiAiny Return* 

The two words Hn generaV in the statement of the Law 
are highly significant and important. 

We have to discuss the limitations upon the Law of Dimi- 
nishing Return implied by these words. 

The expression WWS Thai th^je is ,a g^en^at 

tendency to diminishing returns, but that this tendency may be 
couhtef'kcf^d under "'dertaih circumstances and in certain excep- 
tional cases (these exceptions to the Law are the limitations to 

mean^ that the Law of ’dimi- 
nishing Return does not apply to all cases of increase in the 
capital and labour applied to the cultivation of land, but that 
ifcg law is gen^jdly a^ffUca:^0^j^(!3!^,,,t}ipugh the ,be 

(which 

ajppear to exceptions to the law and which are described 
below as limitations fio which the law is subject), the 

■ the demand 


cultural produce increase without limit. 
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The limitations (or exceptions) to the Law implied under 
the words Hn general* may he stated in the following manner : 

(i) hbSsMd^,^^retp^ry^ an increase in the cg,pttal and 
labour applied to land may occur before the point of diminish* 
ing return is reached. 

"'file increasing return of product from the land in that case 
is due to the fact that the insufficiency of labour and capital 
spent at first made it impossible to cultivate the land properly, 
and that the increased application of capital and labour leads 
to increasing returns by making satisfactory cultivation possible. 
The increasing returns will continue only for a time. If the 
farmer goes on increasing his doses of capital and labour, he 
will after a time reach the point of diminishing returns. 

(ii) A second limitation results from improvements in the 
arts of agrtcuUurat production in a country. In each stage Of 
the art^ bf 'agricultural production, there is a point (i.e. point 
of diminishing returns) beyond which further investment of 
capital and labour yields diminishing returns ; but the progress 
of agricultural knowledge (agricultural chemistry, etc.), inven- 
tion of improved agricultural machinery and the discovery of 
better agricultural methods and processes are constantly im- 
proving the arts of agriculture'. Suppose the point of diminish- 
ing return is reached in any particular stage of agriculture. 
Then improvements in the arts of agriculture take place. 

Intprovements in the arts of agriculture lead to increasing 
return (instead of diminishing return) for a time by making it 
possible to secure by greater expenditure of labour and capital 
a more than proportionate increase in the amount of the agricul- 
tural produce ; but in the new stage of the arts of agricultural 
production brought about by the agricultural improvements if 
the application of additional doses of capital and la1x)ur continue, 
after a time, sooner or later, the point of diminishing return 
will again be reached. 

[Iri these cases, ultirnately the law of diminishing return 
^ ^ refer to cases where ""the Law'^ of 

and even as 

regards these cases the law will ultimately "' prevail if a very 
great increase in the demand for agricultural produce leads to 
the application of more capital and labour.] 
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I. (B) Marshall's final statement of the Law. 

In view of these limitations, 

Marshall finally thus states the law in the following two 
parts : 

(i) First, although an improvement in the arts of agricul- 
ture may increase the return which land generally afiFords to 
any given amount of capital and labour ; and although the 
capital and labour applied to any piece of land may have been 
so inadequate for the development of its full powers that some 
further expenditure on it even with the existing arts of agri- 
culture would give a more than proportionate return ; yet these 
conditions are rare in an old country, and except when they 
are present, the application of incf eased capital and labour to 
land will add a less than proportionate amount to the produce 
raised, unless there be meanwhile an increase in the skill of 
the individual cultivator. 

(ii) Secondly, whatever may he the future developments 
of the arts of agriculture, a continued increase in the applica- 
tion of capital and labour to land must ultimately result in 
diminution of the extra produce which can be obtained by in- 
vesting an extra amount of capital and labour. 

Or, in other words, the Law of Diminishing Return operates 
in agriculture except under certain exceptional conditions rare 
in an old country. And though the Law may he held in check 
temporarily in some cases, it rvill be in operation ultimately 
even in these cases, 

II. A brief statement of the Law of Diminishing Return 
relating to production from land. 

The Law of Diminishing Return relating to production 
from land may be more shortly stated as follows : 

At any given stage in the art of agriculture, there is a, 
point in the investment of labour and capital upon the land]i 
{this point is known as the point of diminishing returns) beyond | 
which further investment of capital and labour will yield dimi-'| 
nishing returns, Le, less than proportionate returns. 
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'''Doses of LAbour and Capital. 

The capital and labour applied to land may be looked upon 
as consisting of equal successive amounts or Doses. {A Dose 
of capital and labour may he taken to stand for £i or Rs. lo,. 
Or any other unit of money distributed according to the neces- 
sity of the case between (a) hire of labour, (b) payments in 
connection with the use and the wear and tear of capital, and 
(c) also pa3niient for management — a Dose of capital and labour 
thus stands for one unit of money's worth of labour and 
capital). 

Let us take a Dose of capital and labour to stand for ten 
rupees spent in hiring labour, and in paying for the use and 
wear and tear of capital and also in paying for management. 

The return to the first few Doses of labour and capital 
applied to the cultivation of land may* be small and a number 
of Doses after the first few Doses may get increasing returns ; 
but assuming that the arts of agriculture remain unchanged^ 
with the application of more and more Doses of labour and 
capital a point (i.e. the point of diminishing return) will be 
reached, sooner or later, after which any further Dose will yield 
diminishing returns. 

Marginal Return. Margin of Cultivation. 

The farmer does not stop applying labour and cSplisB- to 
the land as soon as he has reached diminishing returns. 

I The farmer applies some Doses after the point of dimi- 
nisning return is reached ; and with diminishing returns from 
each successive dose, at lenj:A Dose which just 

him for tlie expense incurred in corihection with 

Bqse. And he vciill apjfly doses no jy^fthet. The Dose 
^h%ch just rdtnuneraies the farmer by its return for his outlay 
upon 'the Dose ts the^^ Dose ; Md the 

rsfi^rCTTfie'land which 
juirpays the expenses of culSvation 'anS yieffis no surplus for 
rent — this is the latld to which the marginal dose can be 


• The expreasibn ‘a dose, of capital* was introduced into Economics 
by Jam^s Mill. Frof. Marshall speaks of ‘a dose of labour as well as 
m capital.* 
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regarded as having been applied, (as the return to the marginal 
dose only pays the expenses of the dose and leaves nothing 
for rent). 

Land to which the margiioal dose is applied is called 
on the margin of cultivation ; land on the margin of cultiva- 
tion may be poor land and* the marginal dose may be the first 
dose applied to it, or this land may be rich land to which the 
marginal dose is applied after the application of some preceding 
doses. (The marginal dose applied to poor land is said to be 
applied on the extensive margin and the marginal dose applied 
to the rich land is said to be applied on the intensive margin). 

The marginal dose does not mean the last in time. , 
The viarginal do^e simply means that dose which is on the\ 
margin of profitable expenditure* — which produces a return | 
sufficient to cover the expense of the dose i.e. which gives the 
ordinary returns to the -capital and labour of the farmer with- 
out providing any surplus. 

/The return to each of the earlier doses is greater than the 
return to the marginal dose (because of diminishing returns) ; 
and the expense of each of the earlier doses is equal to the 
expense of the marginal dose. The same expense is incurred 
in connection with each of the doses. 

So from each of the earlier doses the farmer gets a surplus 
above the expense incurred by him in connection with the dose. 
The total surplus derived by him from all these doses is the 
producer's surplus (or surplus produce of the land). 

This surplus produce is economic rent ; and economic rent 
under certain be outlined in the Book 

on Distribution becomes the rent which the owner of the land 
can get from the tenant who cultivates the land. 

A note on the relativity of fertility and of good cultivation. 

Ill connection with the haw of Diminishing Return in agriculture, 
economists discuss the relativity of these terms. 

Fertility is a relative term. 

There is no absolute measure of the fertility of the land — ^lands 
which are more fertile than other lands under certain circumstances, 
may become less fertile than those lands under different circumstances. 
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Fertility is relative to a particular time and place — a change in 
the circumstances (e*g^, an increase in the amount of capital and labour, 
or a change in agricultural skill and enterprise of the people) may 
change the order of fertility. 

Of two pieces of land A and B, when they are both slightly culti- 
vated with comparatively small expenditure of capital and labour for 
each unit of land (i.e. when the cultivation is extensive), A may be 
more fertile than B; when A and B are both thoroughly cultivated with 
comparatively large expenditure of labour and capital, (i.e,, when there is 
intensive cultivation), the order of fertility may change and B may 
become more fertile than A. 

The order of fertility of different soils is often changed by changes 
in the arts and methods of cultivation^ and in the comparative values 
of different crops, etc. Indian students will easily find illustrations 
from Indian conditions. Marshall gives an English example — flight soils 
in England were regarded as less fertile than clay soils at the end 
of the 17th century, but a change in the method of cultivation by which 
wheat is grown well on light soil by preparing the way with clover has 
made the light soil more fertile and of greater value. The order of 
fertility of different kinc^ of land is also liable to change from changes 
in the general arts of production and the general economic condition 
of the people. 

Cood cultivation is a relative term. 

lyike fertility, good cultivation is also something not absolute, but 
relative to the special circumstances of a particular place and time. 

A heavy expenditure of capital and labour on one acre of land is 
good cultivation for the Indian farmer who produces early vegetables 
(selling at high prices) for a big city near at hand — this yields him 
large profits. Such heavy expenditure is not good cultivation for a 
farmer producing corn or some cheap food remote from railways— the 
price of the produce per acre will not be sufficient to cover his heavy 
expenses. 

The statement of the Law of Diminishing Return by 
earlier English economists as corrected by recent writers. 

*Ricardo and other early English economists stated the law 
of diminishing return in a form which was “inexactly worded.” 
They seemed to imply that the early settlers in a country 
always selected the most fertile land first and that later on as 
population increased, worse and worse soils also had to be 
brought into cultivation. The inexactitude lies in this that 

* ‘*TTie most fertile and most favourably situated land will be first 
cultivated^* — Ricardo, Principles of Political Economy, Ch. II. 
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these earlier economists speak wrongly as if fertility is absolute, 
as if the lands chosen at first by the settlers in a new country 
are absolutely the most fertile lands and continue to be most 
fertile for ever. The fact is otherwise. 

Recent writers* (Marshall and others) point out — there is 
no absolute standard of fertility. The early settlers select first 
those lands for cultivation which are not absolutely the most 
fertile (no land is absolutely the most fertile, fertility being 
only relative) but which are most fertile, relatively to their 
circumstances, — e.g. their resources of labour and capital, their 
communications with markets and other things. The settlers 
are also guided in their choice of lands by the need for security 
against wild animals, savages and other enemies, etc. 

After a time when the circumstances are changed, lands 
which at an earlier stage were relatively more fertile may 
cease to be so. • 

Wide extent of the application of the of Diminishing 
Return. 

(1) We have seen the operation of diminishing returns in 
agricuUtfre. 

(2) The law also operates in river fisheries ; and in river 
fisheries after the point of diminishing return is reached, the 
returns to successive doses of labour and capital decrease 
rapidly. 

[As regards sea fisheries some hold that the law of dimini- 
shing return operates, others hold that it does not ; perhaps 
the latter are right — the sea is vast and fish multiply very 
rapidly and so diminishing return is inoperative here, practically 
speaking. 

(3) The law of diminishing return also operates as regards 
production of minerals from ,^ines — other things being equal 
{i.e. if there is no improvement as regards the arts of mining 
and if there is no development in the science of mineralogy and 
so on), returns to additional doses of capital and labour will 
after a certain point diminish. 

* (See also Cannan — Theories of Production and Distribution, Ch. 
VIII). 
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[It must be noted that the supply of agricultural produce 
is a "perennial stream," the soil would produce agricultural 
products for all time ; mines are as it were "Nature^s reser- 
voir" (Marshall) holding a fixed quantity of minerals and so 
they are exhausted when this fixed quantity of minerals is taken 
out in twenty years, ten years or in five years by very large 
applications of labour and capital. It will be thus seen that 
the production of minerals from mines has an essential difference 
from production in agricultme. Mines are exhaustible and 
they are exhausted when the fixed stock of minerals in them 
is taken out, while soil in agriculture will retain Us fertility 
for ever if properly cultivated.] 

'riie law of diminishing return applies also to other natural agents; 
and with reference to natural agents it can V>e generally stated as 
follows : — 

At any given time and place, other things being equal, there is 
a point in the investni nt of labour and (apital upon natural agents, 
beyond which additional doses of labour and capital wdll yield diminish- 
ing return (i.e., less than proportionate return). 

(4) ^^he law of diminishing return applies not only to ^gri^ 
^Iture, fisheries, mineral production, it is also applicable under 
cert^dtn ^ctrcumsiahces to manufaciuring and other industries 
ds'WeU, 

The law of diminishing return states that at any given time 
and place, other things being equal, for the purpose of agricul- 
ture there is a point in the investment of labour and capital 
upon a given piece of land beyond which additional doses of 
labour and capital will obtain diminishing return. 

Now this proposition holds true also of manufacturing, only 
the point at which diminishing returns begin in manufactures 
is more distant than the point at which diminishing returns 
begin in agriculture. In other words, more labour and capital 
can be applied upon a given piece of land in manufactures than 
in agriculture before the point of diminishing returns is reached 
— but the law is all the same applicable to agriculture as well 
as to manufactures. • 

Walker on the appHcation of diminishing returns to manufactures. 

Walker discusses the application of the law of diminishing returns 
to manufactures^ from a different standpoint. He says not only is the 
whole body of agricultural produce subject to its influence, but the raw 
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materials of manufacture and subject-matters of all trade and trans- 
portation coming ouginally from the soil are affected in value by the 
increasing difl&culty which attends each successive increment of product. 

But while no part of the field of production lies beyond the shade 
of this primary condition (viz. the law of diminishing return), various 
classes of products are affected by the law in very different degrees, 
as they stand nearer or farther from agriculture or the purely extractive 
industries (e.g, mining). 

Walker goes on to point out that every product of iron is in some 
measure subject to the influence of this law, because if a greater and 
still greater quantity of iron ore is to be extracted from a given number 
of mines, the increased amount of iron ore will be procured only at a 
more than proportionate expenditure of capital and labour, i.e., there 
will be diminishing returns. 

Now the iron as ore or as an ore product will be fully subject to 
this law. It will be different however aS regards manufactured products 
made of' iron which stand more and more distant from the iron ore 
stage, i.e., which have been .highly manufactured and the price of which 
includes a large cost of labour in proportion to the cost of the raw 
material. The influence of the law of diminishing return on these 
manufactured products will be small ; the iron is manufactured by 
mechanical process into scissors, pen-knife, blades, fine screws, etc., and 
the first cost of the raw material (iron) forms only a small part of 
the total cost of the manufactured product, the cost of labour being 
much the greater part of the total cost. It has been calculated by 
Mr. Babbage that iron of the value of one dollar is manufactured into 
best scissors worth about 447 dollars or knife blades worth 657 dollars. 
Now as regards knife blades the only part of the 657 dollars worth of 
knife blades the cost of which would be affected by diminishing return 
from mines is the raw material (iron of knife blades worth one dollar 
and also the cost of the coal, etc., required for the process of manu- 
facture), And so an increase of the difficulty of mining due to 
diminishing returns which would increase the price of iron very largely, 
would affect the price of scissors or knives very slightly. 

(5) Law of diminishing return in connection with building 
sites. “ ’ 

The law of diminishing return applies also to building sites. 
If additional doses of capital and labour continue to be invested 
for building purposes upon a piece of land, (say in the business 
quarter of a town) then sooner or later a point will be reached 
after which additional doses of labour and capital will yield 
diminishing returns, i.e. less than proportionate returns of con- 
venience. This will happen in the following way. Doses of 
capital and labour invested in constructing the first story of a 
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building upon that piece of land, even in constructing the 
second story and third story, may not lead to diminishing 
returns ; but the fourth and the fifth stories will not be perhaps 
so convenient for business purposes as the first three stories 
and so the law of diminishing return will operate as regards 
the doses of capital and labour spent in building the fourth 
and the fifth stories. 

The ways in which the tendency to diminishing returns 
in agriculture, etc. (as regards the returns of amounts of 
produce to additional doses of capital and labour) may be 
counteracted for a time: 

I. As regards agriculture within any country the tendency to 
diminishing returns may be counteracted for a time (though of course 
not permanently) and the poinf of diminishing returns pushed back in 
the following ways : 

(i) By the developmeit of the full power of the soil with the use 
of more adequate amounts of labour and capital required for the 
thorough cultivation of the land. 

(ii) By improvement in the arts of agricultural production, e.g., 
the discovery of better agricultural methods and processes, a more 
satisfactory rotation of crops, better fertilisers or manures, the use of 
more efficient machinery and so on. 

(iii) The operation of the law of diminishing returns may be 
counteracted to some extent by improvements which make transport 
cheaper and more rapid between that country and other countries, e.g., 
developments relating to railway and steamship transport. 

The immense development in transport facilities between England 
and America and also between England and other European countries 
has enabled England to get a very large proportion of her food-supply 
from abroad; and so it has reduced in a large measure the necessity 
of applying capital and labour to English land producing food-crops, 
even beyond the point of diminishing returns. If these immense deve- 
lopments in transport facilities had not taken place, then the law of 
diminishing return would have operated in England much more power- 
fully than it operates just now. 

It should be noted that the above three ^cases relate to the amount 
and not to the value of the produce — ^the tendency towards diminishing 
(or non-proportional) rqtums as regards amounts of the produce may 
be counteracted for a time in the ways enumerated above. 

It should be remembered carefully that though the tendency can 
be counteracted for a time, ultimately the tendency to diminishing 
return will prevail if further investment of labour and capital continues. 
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2. As regards river fisheries and mines within any country, the 
tendency to diminishing returns . may be counteracted for a time by 

(i) improvements in Che art of production from fisheries and improve- 
ments in the arts of mineral production, and (ii) , also by development ' 
of communications opening up foreign sources of supply. 

And so on. 

Law of Diminishing Return in relation to the Theory of 
Population. 

See Book III, Chapter III. 

Law of Diminishing Return in relation to Rent. 

See Book V, Chapter II on Rent, 

The Law of Diminishing Return and India. 

• 

India is an old country with a large population, and the popula- 
tion is predominantly agricultural — ^the vast majority of the Indian 
population being engaged * in agriculture. So in Indian agriculture 
there is a strong tendency to diminishing return ; wide-spread, almost 
universal destruction of Indian handicraft manufactures, cottage and 
village industries (and this is due to tlie unrestricted competition of 
foreign manufactures) is driving more and more people to agriculture 
and is increasing the tendency (already strong) to diminishing returns 
in Indian agriculture, and the tendency to diminishing returns under 
present conditions is being further increased by the large and increas- 
ing exi)orts of food-stuffs and other agricultural products from India 
to different parts of the world. 

The remedies for the present unsatisfactory situation are (i) re- 
organisation of Indian agriculture on improved and scientific lines by 
the application of larger capital, and improved arts of production 
(including the use of machinery where necessary and possible). 

(2) Arresting the decay of Indian handicrafts and cottage indus- 
tries and wherever possible re-organising them on sound economic and 
social foundations. 

(3) And also developing modem large-scale manufacturing and 
transport industries, etc., which by their increasing returns might check 
for the country as a whole the tendency to diminishing returns specially 
in agriculture. 

The Law of Diminishing Return and its general effects. 

What are the general effects of the Law of Diminishing Return on 
the production of wealth and its distribution? What are these effects 
in modem industrial civilisation and in earlier times? 
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Prof, Carver's interesting conclusions on these points are given 
belt)w : — 

In the creation of any product where there are various factors 
* employed (viz. land, labour and capital) the amount of the product 
depends upon all three factors and i/ any one or two factors are varied 
in a^nount, the rest remaining the same, the product will vary hut 
not in exact proportion to the variable factor — thus if the amount of 
land remains the same and the doses of labour and capital are increased, 
the product will increase but not in exact proportion to the increase 
of labv:»ur and capital ; similarly by keeping the amount of labour and 
capital the same and increasing the amount of land the product will 
be increased but not in exact proportion to the increase in the land. 

(I) From the standpoint of the distribution of wealth, each and every 
phase of this universal laiv of diminishing riturn is important, for each 
and every one plays an important part in determining some share in 
disfribulion. The operation of the law of diminishing return in connec- 
tion w'ith the theory of rent i^ explained in the Book on Distribution ; 
and this law has also an important bearing in determining other shares 
in distribution. (It inuj^t be carefully noted that in every civilised 
country, the supply of land is relatively rf fixed quantity, large fresh 
supplies generally being not available ; but supplies of labour and 
capital are continually changing and can be increased by human efforts). 

(II) From the point of view of production of wealth, the law of 
diminishing return is of very great importance, (i) If industrial 
civilisation should remain relatively stationary while population increases, 
then supposing the supply of land remains fixed, the increased supply 
of labour will bring about smaller per capita production because of 
the law of diminishing return. 

The truth of this statement is proved by the low per capita pro- 
duction and the poverty of the overcrowded population of eastern 
countries where industrial civilisation is stationary and not progressive. 
(In countries where industrial civilisation is progressive, the operation 
of diminishing returns may be counteracted for a time by improvements 
in the arts of production, etc.). 

(ii) With regard to uncivilised hunting tribes, the operation of this 
law is to be found in the fact that an increase in the number of hunters 
in the same area means lower per capita production, or in other words 
a diminished supply of food for each man. 

Wars and migrations of early times were due in large measure to 
the action of this law. 

(iii) Even under the conditions of modem industrial civilisation, 
the operation of this law can be clearly seen in respect of any particular 
industry. We find diminishing returns in hunting, in fishing, it the 
number of hunters and fishers increases in any given area of land 
and wat^. The law also holds true as regards pasture and also agricuU 
iurc; and it also applies even to manufacturing which becomes less 
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productive per dose of capital and labour employed after the best 
situations have been occupied^ and the existing plants have reached 
the maximum economy of large-scale production. 

The operation of the law of diminishing return is not so clearly 
perceived as regards a complex population considering all its industries 
in a mass. It is frequently found that the development of one industry 
helps other industries — manufacturing for example makes hunting, 
fishing and agriculture more productive by providing better tools for 
these industries; and in this way the operation of diminishing returns 
as regards an industry {e.g. the agricultural industry) may be counter- 
acted for some time. Again the increase of capital is an additional 
factor of immense importance in making the more highly developed 
industrial state more productive. 

The Law of Diminishing Return in a very general form. 

So in agriculture, in river fisheriei^ in mines, in manufactures, 
limitation in the supply of one agent in production, viz., land is followed 
sooner or later by diminishing return to the investment of labour and 
capital. Here additional doses of labour and capital are applied to a 
fixed quantity of land {natural agents). 

And we find this law of diminishing return is applicable (a) not 
only as regards natural agents, (b) but also as regards the limitation 
of supply of any other agent of production, viz., labour or capital. 

Suppose the supply of capital is limited, and the quantity of 
instrumental capital is fixed and suppose more and more labour and 
materials are used with the same quantity of capital. After a time 
the point of diminishing return will be reached because owing to the 
limitation of the quantity of fixed capital, each labourer will not have 
sufficient tools and machinery to work with a suitable degree of 
ofl&ciency. Similarly as regards labour. If an increase in the supply 
of labour cannot be produced and more and more capital and land 
are applied to a fixed quantity of labour, then it is found that after a 
certain point diminishing returns result. 

So the law of diminishing return can be stated in a very general 
form. 

The expansion of an industry (viz., agriculture, fisheries, mining, 
manufacture, etc.) provided that additional supplies of some agent of 
production (land or labour or capital) which is absolutely necessary 
to the work of production cannot be secured because of limitation of 
supply is always followed sooner or later by diminishing returns, other 
things being equal. 

The law of diminishing return in its most general form results 
from the diminishing productivity due to insufficient supply of any 
one agent of production which is essential. 
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Professor Edwin Cannan on the Laws of Returns. 

Professor Caniian, the doyen of the London School Economists, with 
his ample historical knowledge and characteristic vigour has useful 
discussions on the laws of returns in his Wealth, A Review of Economic 
Theory and Theories of Production and Distribution. Interesting extracts 
from Wealth are given below : — 

The Law of Diminishing Returns. 

The theory that growth of population had caused an actual diminu- 
tion of returns in agriculture. 

In England about 1814 it v^as believed that the returns to agriculture 
had recently diminished, and that this was a general rule tliroughout 
the history of civilization. 

The theory tliat growth of i>opulation had made returns in agri- 
culture less than they otherwise would have been, and this sufficiently 
to overbalance increase of retiyns in other industry. 

Later expositions only asserted a tendency to diminution of returns, 
and admitted that the tendency might be defeated for a time by 
“improvements.** This was thought enough to show that increase of 
population must be a bad thing, since it was assumed that in its absence 
“improvements** would increase produce per head. But we cannot tell 
what improvements would have been made if population had taken 
some other course from that from which it has taken. There is, too, 
no ground for assuming that if returns to agriculture have diminished, 
the returns to all kinds of industry, including agriculture, must have 
diminished, nor consequently for assuming that everything which tends 
to diminish returns in agriculture must tend to diminish them in all 
industries taken together. 

The point of maximum return to all industries taken together. 

In manufacture as in agriculture a large aggregate production has 
its advantages and its disadvantages. In each of them taken separately, 
and in both taken together, there is a point at which it can be said 
that the productiveness of labour is greater than it would be if the 
aggregate production were either greater or less than it is. From this 
it follows that there is at every given time a particular population 
which is neither too small nor too great. A departure from this point 
either upw^ards or downwards is unfavourable to the productiveness of 
labour. 

The law of diminishing returns should be so expressed as to be 
universally ttne— -Synopsis, pages xv, xvi. • 

The Law* of Diminithing, Increasing and Constant Returns. A 
misuse of the term ‘*law”. 

Tl^e course which the development of theory on this subject has 
taken has led to the use of a great deal of very unsatisfactory phraseo- 
logy which ought to be discarded. Writeis have said that ‘Uhe law of 
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diminishing returns had not come into operation/' when they only 
meant that returns had not begun to diminish, and they have spoken 
of the law “undergoing a temporary supersession** when they meant 
only that returns had left off diminishing for a time. They have talked 
of “commodities which obey the law of diminishing returns** when 
they meant commodities the supply of which could not at the moment 
be increased without a diminution of returns, and of “commodities 
which obey the law of increasing returns** when they meant commodities 
of which some increase of supply would be at the moment accompanied 
by increased returns. They have even imagined an intermediate class 
“obeying the law of constant returns.** All these expressions involve 
misuse of the term “law.** A scientific law should be true at all times 
and places, and should not be liable to “temporary supersessions** or 
failures to come into operation, nor capable of being suddenly replaced 
by a contrary law. No one says that the law of gravity had not come 
into operation in Newton’s garden until the apple broke from its stalk, 
nor that the law would have undergone temporary supersession if 
Newton had caught the apple as it fell. Nor do we say that a falling 
balloon is “subject to the law of gravity,** but a rising balloon is 
“subject to another law, that of rising bodies,** while a balloon which 
remains at the same level is “subject to the law of constant height.** 

If we want to preserve the phrase “diminishing returns** we must 
take the point of maximum return as the startiug*point, and say that 
returns diminish in either direction, all commodities or industries 
being always and everywhere subject to this “law of diminishing 
returns. ** 


CHAPTER II. 

LAND (NATURE). 

Sammary. 

The Law of Diminishing Return. 

The ^aw'*o¥*15imlh natural agents is one of the 

most important laws of Economic Science. It belongs to the very 
foundations of the subject. 

Briefly the law is this — ^the increase of product is {in general) less 
than in proportion to the increase of capital and labour invested in an 
industry (specially in agriculture). 


'II 



t 62 OUTLINES OF ECONOMICS 

Limitations relating to the Law. 

The words “in p^enerar* imply certain limitations on this law. 
These limitations relate to (a) improvements in the arts of production, 
and (b) the fuller utilization of land which was at first imperfectly 
cultivated by insudicient labour and capital. 

In all these cases, the I^aw of Diminishing Return is icmpo'tatily 
held in check, but ultimately the law will prevail. 

The Law of Diminishing Return — ^the extent of its 
application. 

The law operates in (i) agriculture, (2) river fisheries, (3) mines, 
and (4) in a much smaller degree in manufactures. The case of mines 
differs from that of agricultural land, because mines are exhaustible 
sources of wealth. 


Questions. 

1. State carefully the Daw of Diminishing Return with all neces- 
sary limitations. (A. U. 1864, 1899, 1905). 

State the Daw of Diminishing Return. Illustrate from Indian 
conditions. (C. U. 1916). ^ 

2. State the Daw of Diminishing Return in a form suiriciently full 
and guarded not to give an opening for the criticism to which it has 
been subjected by Carey and others. (A. U. 1904). 

In a new country are the richest lands always cultivated first? 
Show the weakness ol Carey’s position and correct according to Marshall 
the inaccurate but substantially true statements of Ricardo. (C. U. 
1909 H.) 

3. Explain the following terms : — (a) A dose of capital and labour; 
marginal dose; marginal return; margin of cultivation. 

(b) “As there is no absolute standard of fertility, so there is none 
of good cultivation.” Explain and illustrate by Indian examples. 
(A. U. 1909). 

4. Describe briefly the sphere within which the Daw of Diminish- 
ing Return operates. Does it apply to mines? To manufactures? 

5. Carefully indicate the relation of the Daw of Diminishing 
Return to (a) the theory of population. (^. U. 1904; C. U. 1916), 

(b) the doctrine of Rent (C. U, 1911). 
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CHAPTER III. 

LABOUR. 

Theories of Population. 

Labour in the language of modern economics su^ans lj(lit>Qur 
ql men only and it excludes labour by lower animals, e,g, 
hor^sV BuIfStloes, etc.; the term labour includes physical exer^ 
Hons of men as .well as .mental exertions. 

Are we to regard all physical and mental exertions by men 
as labour? The answer is ‘No*. Modern economists agree 
in regarding labour as on the whole irksome exertion or such 
as would not be undergone but for ;the stimulus of some ulterior 
aim (i.e. the desire to provide for pre^nt or future wants). 

Labour. 

Jevons defines labour as any exertion- of body or mind 
undergone by men pcertly or wholly with a view to some good 
other than the pleasure derived directly from the work. Labour 
in the economic sense is done with a view to some other object 
except the pleasure which would spring freguently from physi- 
cal or mental exertions. TMs ‘‘some oth^ pbj^pt*/ is generallyj 
money and it may be any other economic inducement. I 

So any exertion of body or mind undertaken wholly with 
a view to the pleasure arising from that exertion is not labour 
in the economic sense of that term. A man playing football 
for the pleasure of the thing only, or a man composing verses 
for his own private satisfaction is thus not labouring from^the 
economic point of view. 

Productive and Unproductive Labour. 

I^he object of all labour is to jproduc^f ^ine effect apart from 
anjr pleasure which may arise from lEe exertibU.'^ there 

has been a good deal of controversy about the exi^ession “pro- 
ductive labour.'^ ‘Productive labour* was at first used in a 
more or less narrowTmd resfficted sense, but the meaning of 
the expression has been graduallj^ enlarged till productive labour 
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is now applied in a very broad sense to mean practically all 
kinds of labour. 

HVhat we mean by * productive labour* depends upon what 
we mean by 'production/ Modern economists (e.g. Taussig, 
I Marshall, afid others) hold that 'production* means production 
of utilities of any kind (whether the utility is embodied in any 
material object or not) ; and so they hold that any kind of 
labour which produces any kind of utility is productive labour. 
Only that labour is unproductive which fails to produce any 
utility, which is wasted, e,g, if a man employs labourers to 
make a canal, but if after some work has been done the project 
is abandoned then the labour already spent would be unpro- 
ductive labour,^ 

(1) Taussig’s view. 

Prof. Taussig remarks ^ 'since the essence of production is 
that it leads to satisfactions or utilities, it follows that any 
labour or effort that yields utility is productive labour,** 

Agriculturists who produce food-stuffs and raw materials, 
manufacturers who produce different kinds of products which 
are wanted, they all produce utilities and so their labour is 
productive. The army and the navy, the police and the 
judgeSji they also produce utilities and therefore their labour is 
also productive. The musicians and the opera-dancers, they 
also produce utilities and are thus productive labourers, though 
the utilities they produce are rather luxuries than necessaries. 

Prof. Taussig cvexi holds that labour engaged in producing quack 
medicines and harmful intoxicating liquors is productive labour in the 
sense that it adds to the sum of satisfactions as the purchasers want 
these things and are satisfied when they get them; he thus holds that 
the labour that produceis any utility (satisfaction) ran.st be regardetl 
by economists as productive, even though the ultimate consequences 
(e.g,, as regards quack medicines, injurious intoxicating liquors, etc.) 
be harmful. 

Taussig excludes from the category of productive labourers, paupers, 
.^Ivee, swindlers, ne'er-do-wells, who are parasites, who produce no 
jaliKty; they contribute nothing; they simply try to get things away 
Irom others; and their labour is entirely unproductive. 
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(2) MarshaU’s view. 

Professor Marshall also holds a similar view. He is of 
opinion that if “we had to make a fresh start with the term 
productive, it would be best to regard all labour as productive 
except that labour which fails to promote the aim towards 
which it is directed and so produces no utility. Marshall would 
thus like to use '^productive labour"^ in the sense of labour 
which produces utilities of any kind. 

The domestic^ servant^ according to Marshall, is not neces- 
sarily” unproductive, though it is true that his energy might 
be utilised in a better way, with more advantage to the com- 
munity in another occupation. The baker who provides bread 
for a family, and the cook who boils potatoes, they all produce 
utilities and so their labour is productive. 

• 

The historical development of ideas relating to the 
productiveness of labour. 

The phrase “productive labour** was used at first in narrow 
sense and the meaning of that expression has been gradually extended 
till it now includes practically all kinds of labour producing utility of 
any kind. 

(i) The physiocrats regarded agricultural labour (and also hunting, 
fishing and mining) as * productive Idhour^ and they did not consider 
manufacturing or qomm^erc^ as prod uctive. The phy siocraTs ' held that 
agriculture,' liuhting, fishing, mining"" afe*^ the only industries in which 
nature works along with man and so creates a net product, and so 
these industries alone are productive. 

(ii) The physiocratic idea about 'productive labour* was too narrow; 

and it was somewhat enlarged by Adam Smith who tncVuded tfianu- 
facture also as productive lab our . T^Re'Tgnculturists create utility, 
maiiufactWera^'H^ffie “same" hence it is quite clear that the 

word ‘productive* should be extended to manufactures. 

(iii) The expression ^productive labour* was then extended to include 

transport men who transport coal 

where they are wanted, they 
by the act of transport create an additional utility— the coal transported 
to the factory* has a much greater utility than coal in the mine and 
the merchants also create utility by transferring things from places 
where' they are 1 ms wanted to places where they are more wanted; 
therefore the term' productive labour^ must be applied to the transport 
industry and commerce. 
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Many of the on economics hold that ojtljt^^ah 

hibourers gi .. all other labourers 

are unproductive. 

Adam Smith remarks “in the same class of unproductive labourers 
must be ranked some both of the gravest and most ini])ortant and some 
of the most frivolous professions : churchmen, lawyers, physicians, men 
of letters of all kinds; domestic servants, players, buffoons, musicians, 
opera singers, opera dancers/* I'hese men do not produce material 
things and they are regarded by Adam Smith as tinproductive. Men 
engaged in many liberal professions, (e.g., lawyers* judges, the army 
and the navy of the nation), also domestic servants, also the men who 
engage in occupations which provide amusement for the people (c.g., 
actors, singers) — they are all regarded by early economists as unproduc- 
tive la]x)urers. 

The modern idea as has been already explained is different. l?roduc- 
tion means the productiaa.jQl..JXtihij^...wh^ in material things .m: 
ija the form of the services of the doctor, the lawyer, etc ^iTe lawyers, 
judges, even domestic .servants, actors, singers— they all produce utilities 
and so they are all productive labourers, using the word productive in 
the broadest sense of the term. 

The Supply of Labour. 

The total supply of labour m any cx>untry depends upon 
(I) the quantity of labourers, i.e. the number of 
labourers ; . 

(II) the efficiency of labour. 

(a) The efficiency of labour depends upon health and 
strength, physical, mental and moral, of the lalxmrcrs ; (b) and 
the efficiency of labour also depends upon the manner in which 
the labourers are organized. The characteristics, mental, physi- 
cal and moral, upon which depends the efficiency of labourers 
and also the organization of labour which so much influences 
efficiency will be described at some length a little later on. 

*The Growth of Population. 

Of the two ultimate agents of production, land (Nature) 
and labour (Man), Man plays the active pari in the work of 

'i' • The subject of the growth of population has a very important 
b^^ring on the Theory of I*roduction ; and it has also a very important 
bearing on the Theory of Distribution and also socialism because it 
relates to the supply of labour. Many economic writers tlierefore 
diecuss the theory population in connection with Distribution. 
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production, and Nature plays the p§$siv^ w the 

chief means in the production of wealth ; and also MaW U the 
ultimate goal of the wealth ihdf is produced because wealth is 
ptdctiiced to satisfy the wants of man. 

To appreciate properly the part played by man in the work 
of production we have to study the growth of population in 
numbers, strength and character, and how the production of 
wealth is affected by these things. 

Theories of Population. 

The study of the growth of population has engaged the 
^ minds of thinkers in civilized countries from very early times. 

Theories of population change with* changing political, economi(M 
^and social conditions in a country — a Ja/rge population is alwaysX 
favoured in times of war, for a country with a large population^ 
can easily raise and maintain a large army. And only whenm 
a country fields itself unable through poverty and other 
to support a growmg population, we find a demand for restrict-^ 
ing the numbers of the peopled 

111 ancient Greece and Rome, military necessity brought 
about a strong public opinion in favour of the growth of popu- 
lation which was to be, if necessary, encouraged by the state 
and indeed this ever-present military necessity favoured en- 
couragement of population more or less in all ancient countries, 
easteni and western. In ancient India, during the time of the 
Vedas the Aryans had to fight hard against the aborigines to 
get a footing in the country ; and we find the Aryans made 
fervent prayers to their gods to be blessed with numerous 
children so that victory might come to them. The religious 
infunctions among Hindus and other ancient peoples for having 
children and sp^iaUy^male chil dren seem to be largely due to 
this imperative military and political necessity. During the 
middle ages of Europe and in later days opinion on the subject 
of growth of numbers has changed from time to timer— a rapid 
increase in the numbers of the people being strongly desired 
during and after wars but not so in other times on account of 
the increased e<^nomic pressure and diminishing standard of 
comfort resulting from an exce5|sive growth of population. 
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t/UtHuu, 

'^he modern history of the Theory of Population practically 
begifis with f homos Malthus* {176^1834), an English 

who made impoiiant contributions to the development of 
^economic science. 

At the end of the eighteenth century, in the year 1798 
Malthus published thjp first edition of his Essay on the Principle 
of Population ; and( he was induced to do this because he 
believed that great and unconquerable difficulties lie in the 
way of the future improvement of society on account of the 
power of population to increase at a much faster rate than 
the power of the earth to produce food for man, Malthus was 
led to this conclusion largely by his personal observation of the 
evils of overpopulation in England and Ireland of his time, - 

The theory of Malthus as developed in the second edifion 
of his “An Essay on the Principle of Population** may be thus 
summarised : — 

fA Summary of the Malthusian Th^i^ 

I, f Population in a country '" tends ' 'to increase much faster 
than the food supply. [In the worcl?"of Malthus ^Tp^ul^jtipn 


• Malthus like Mill ate the salt of India. Mill was in the India 
Office, Malthus was the first Professor of History and Political Kconomy 
in the Haileybury College for the cadets of the East India Company. 

His earnest plea for the restriction of population went against 
the current theological notions of his time, and roused a storm of 
ignorant and unreasoning opposition which has not as yet completely 
subsided. A good man himself, he never countenanced vice in any 
form. 

It has been said that Malthus suggested Darwin. Their methods 
were indeed the same, but not their conclusions. (See Nicholson's 
Principles, Vol. I). Also as Darwin shocked traditional theology 

regarding the origin, so Malthus offended it in respect of the continuance 
of ilie human species.” (Nicholson). 

tThe Mahhiuian Theory as staged by Prof. Marshall. 

Xjhe Malthusian theory can be summarised after Prof. Marshall in 
the following three propositions. 

Is The Supply of Labomr* 

^8 regards the supply of labour in a country, Malthus proves that 
every people (of whom we have a trustworthy record) would have 
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when unchecked increases in geometrical progression and the 
food supply increases only in anthnjetical profession, ue, 
population vidll much faster than the food supply of 

the countr5^can be increased unless, the forces which tend to 
increase tire population are countferacted by other forces. 
Malthus expresses his law by the following figures which are 
intended to illustrate the Geomet rical P rogression of population, 
I, 2, 4> 16, 32, 64, 128, 256, etc., and Arithmetic^ Progression 

of production of food, i, 2, 3» 4, 5» 6, 7, 8. 9, etc. This has 
been always so in the past history of man and will be so in the 
future. 

^ 2. ^The tendency of the population to increase may be 

counteracted oy^ two classes of checks*, (i) positive checks (e.g. 


increased in population rapidly and continually if the growth of the 
population had not been .checked either by positive checks (e.g. 
infanticide, war, disease and scarcity of the necessaries of life), or 
preventive checks (e.g. voluntary restraint). 

2. The Demand for Labour. 

As regards the demand for labour, Malthus implies that the amount 
of food that Nature returns to the labour of man in a country is 
Nature’s effective demand for labour (population) in that country. 
{Nature's _demdndjgr labour in a country^ food supply of the country). 

He" shows that ujT To "hTs time a r apid in crease in popj^laUdn (in 
a country where the population is alrSiBy '“fhickT” ' Kds ' not led to a 
proportionate incre ase in food-supply - or in other words, a rapid increase 
in the p6puTafi6nn5f"the country has not led to a proportionate increase 
in Nature’s effective demand for population. 

(The supply of laliour, if the growth of population is unchecked, 
thus tends to increase faster than Nature’s demand for population). 

3. The Conclusion* 

Malthus draw® the conclusion that what had happened in the past 
history of man is likely to happen in the future and that in the future 
as in the past, the growth of population would be checked by positive 
checks, if the growth of population is not checked by preventive checks j 
Therefore Malthus urges people to exercise the preventive checks, and 
to abstain from early marriage, etc,, and thus to reduce the rate of th^ 
growth of population, 

{Malthus urges the use of preventive checks because that would 
be attended with much less suffering than the operation of the positive 
checks. It is immensely better that people should exercise a certain 
self-restraint and thus cause fewer children to be bom, than the popula- 
tion should increase so fast that it should have to be kept down by| 
positive checks, starvation, disea^^e and war). 

* **All the immediate checks to population, which have been observed 
to prevail in the same and different countries, seem to be resolvable into 
moral restraint, vice and misery; and if our choice be confined to these 
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infanticide, disease, starvation, wars), which check th^ growth 


of . p.cpal^J;ion »by f illin g peo ple^l: 
crease the 


"febra^ checks Wlpch ih- 
RSffSe checks (e.g. late 


marriage and volu npiry , restraint whiclfi 

people Tmtn being born, checks which rejcjuce the 
number of births. 

: And Malihus concludes that i>eople ^should exercise pre- 


veniive checks , e,g. voluntary restraint, and shoiild ttiarry late 
and Have 7ew children and in that way should keep down the 
growth of population and thus prevent misery. If the growth 
of population is not checked by preventive checks (e,g, volun- 
tary restraint), it would be checked by positive checks, by 
starvation, disease, war or some other cause of suffering. 

* A Criticism and EiEamination of the Malthusian Theory. 

LMalthus Wrote especially for his own time and he general^ 
isea* perhaps unduly from the facts he himself was witnessing. 


three, we cannot long hesitate in our decision respecting which it 7vould 
be most eligible to encourage. 

Ill the first edition of this essay I ol>served, that as from the laws 
of nature it appeared, that sopie check to population must exist, it 
was better that this check should arise from a foresight of the difficulties 
attending a family and the fear of dependent poverty, than from the 
actual presence of want and sickness. 

The difficulty of moral restraint will perhaps be objected to this 
doctrine. To him who does not acknowledge the authority of the 
Christian religion, I have only to say that, after the most careful 
investigation, this virtue appears to be absolutely necessary, in order 
to avoid certain evils which, w'ould otlierwise result from the general 
laws of nature. 

To the Christian I would say that the scriptures most clearly and 
precisely point it out to us as our duty, to restrain our passion within 
the bounds of reason; and it is a palpable disobedience of this law' to 
indulge our desires in such a manner as reason tells us will unavoidably 
end in misery** (Malthus — An Essay on the Principle of Population). 

• Mr, Bertrand Russell in his Principles of Social Reconstruction 
remarks “Malthus *s statement of the population question had been true 
enough up to the time w^hen he wrote. It is still true of the barbarous 
and semi-civilised races and of the worst elements among civilised races. 
But it lias become false as regards the more civilised half of the popula- 
tion in' Western Europe* and America. Among them, instinct no longer 
suiOices to keep numbers even stationary 

WTiat is regrettable at present is not the decline of the birth-rate 
in itsdlf, but the fact that the decline is greatest in the best elements 
of tba population.** And as regards Western I$urope atid America he 
goes on to suggest that the expense of children should be a charge 
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His theory might have been largely true in his time and 
of his ccniriiry ; C'ei>'t4i0jy it , is not f me a j all times and all 
countries. ' 

For example, in his time there were no steamships and easy 
communications to bring cheap supplies of food from foreign 
countries to England. To maintain her population, England 
had to depend very largely upon her own home production of 
food ; and this l^glish food supply was already subject to 
the Law of Diminishing Retuni. And, so Mai thus had good 
reason for believing that in England of his time increase of 
population would faster than the increase of food supply. 
Now the conditions arc changed} England with her large and 
growing wealth from manufacturing industries, etc., now ex- 
changes part of her wealth for che^p food from foreign lands. 
So in England of present time, there is no danger of a shortage 
of food supply — ^as loii^j as English industry and trade are 
efficient and prosperous. 

In detail the following objections have been advanced 
against Malthus. 

(1) The objection that Malthus did not grasp the true 
nature of the Law of Diminishing Return, 

He did not clearly understand that the Law was clastic, 
and that the operation of Diminishing Return relating to food 
supp ly qouM be counterac t e d by .(a) improyenients in the artS| 
of agriculture aS Setter orgaUisSation of labour ; (b) by increas- - 
ihg fetiifn in mahiifaefures and Sy the importation of food. 

And so he exaggerated the danger of a shortage in food 
supply. 

(2) The biological argument against Malthus, 

The biological argument asserts that Man becomes less . 
prolific with advancing civilization. The fertility of the liumari | 
face"^mifflshl'^^'t^^ an^ development, 5 

^d“s6 there Is Ud danger o f oVerjp^^^ til future. 

(This argument has been disputed, and it is of doubtful 
validity). 

on the state. “If the sterilising of the best parts of the populati<in is to 
be arrested, the first and most pressing necessity is the removal of the 
economic motive® for limiting famihes. The expense of children ought 
to be borne wholly by the community^” 
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{3) The Socio-Economic argument against Malthus. 

combine at the pre- 
sent day to diminish the rate of growth of population in Europe 
and America, The old-world pride in a large family of children 
has by this time almdSf IdTe^loirrspecially in Western countries. 
Again to poor people, children of a tender age are no longer 
sources of gain, the profitable employment of such children 
being prohibited by Education and Factory Acts. 

! And then the standard ^ of co ^^ is clastic and is rising 
and i5 /fee rate of growth of populatiorCT The middle 

classes and even the masses of the people Ih many modem 
countries restrict the number of children in the family. A 
man finds it easier to maintain the standard of comfort of his 
own class with a small family than with a large one. 

(Again it has been found in the^ United States and else- 
where, the wealthier a class is, the smaller is the size of the 
average family in it. Growth 

pf population. This has beeb called the ^weaith ciheck* on 
pbptilatibh). 

On the one hand, the growth of population is being check- 
ed by a rise in the standard of comfort among all classes in 
modern countries like Britain, France or U, S, A. ; on the 
other hand, wealth is increasing fast in these countries because 
of the increasing use of machinery and scientific inventions 
and the system of Jarge-scale production. 

As a matter of fact, in the course of the last hundred years 
and more after the publication of Malthus's work, population 
in modern Great Britain, France, United States and other 
progressive countries has not increased faster than the food 
supply available for the population ; and population has certain- 
ly not increased in these cases faster than the growth of wealth,* 


* In Malthus *9 time the Question was whether population increased 
faster than food simply. With os, the question has resolved itself into 
thiS'-'Whether population increases faster than wealth, than the produc- 
tiveness of industry. * ‘Under favourable conditions population may 
increase gradually and wealth rapidly. * * The problem of popukdion 
as a whole is then, not of mere size, but of efficient production and 
equit&ble distribution. That is, it is a problem not of numbers alone 
but of wealth.” (Seligman). 
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Rather in these countries, ^wealth has increased largely because | 
of increasing use of machineiy and the economies of large-scale ; 
production and wealth has increas ed f aster than p opulatio n. ; 

Speaking of these rich and progressive countries, we may 
say that later experience shows that Malthus over-rated the 
tendency of the population to increase faster than the food- 
supply, 

{4) As has been seen, Malthus*s mathematical formulae 
about the growth of population in geometrical progression and 
the increase of food supply in arithmetical progression are mis- 
leading ; no such exa ct math ematical ratios can be laid , down 
really. 

TVtailthus was a Cambridge Wrangler. This explains his fondness 
for mathematical formnlee. He attached great importance to his 
geometrical and arithmetical ratios, though some of his apologists have 
maintained the contrary. (Cannan — Theories of Production and 
Distribution, Ch. V.). * 

The Law of Diminidimg Return and Population. 

Whether Malthus himself based his theory of population 
consciously on the law of Diminishing Return has been disputed. 

Subsequent economists have however defended the theory , 
of Malthus by connecting it with that law — ^population in- * 
creases faster than food supply, because the supply of food from ' 
the land is subject to the Law of Diminishing Return. The 
theory of population is thus made to lean on and is based on the 
Law of Diminishing Return. (If with the increase of popula- 
tion, there were increasing or even constant returns from 
land, there would be no shortage in food supply ; and so the 
Malthusian theory would fail). 

The Law of Population and Socialism. 

For this, refer t6 Book VI, Chapter II. 

Elements of truth in the Malthusian Theory. 

In spite of the criticisms, ' the elements of truth in the 
MalthIJ'sMtf 'th^ry '''ihusl*on"Jn^^^^ ' ‘ 

''ynjtcK 

Germany and the United Stated, population ims ihcr^sed 
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though it has not increased faster, than weailth. S<i.J^e 

MMhmian ihelrry^-ilMrnorary^ tmeiU 

ne demger of over-popuiaUon. And the increase of 
population in these countries has been kept in check partly 
by positive checks (e.g. disease, war, etc.) and partly by pre- 
ventive checks (^•g- late marriage, also deliberate restriction of 
births after marriage). 

However with advancing civilization, the preventive checks 
have become more important as advocated by Malthus. 


I (2) In poor countries like India* Cfiina^ etc,, the popular 
I iion tends to increase faster tTian the food supply and the 

1 growth of population is kept in check by the severe action of 
positive checks like famine, disease, etc. The Malphusian theory 
applies. 


In view of the present low productivity (in agriculture, 
manufactures, etc.) of the people, the* danger of over-ix)pula- 
tion is already real in India ,* and the population tends to in- 
crease faster than the food supply, faster than the wealth of 
the country — and population in India is kept from multiplying 
quickly only by the severe operation of positive checks like 
famine, chronic under-feeding, diseases like malaria, plague, 
cliolera, etc. 


India is an old country already thickly populated, and the 
production of food from the land is subject to Diminishing 
Return. B'ood supply increases slowly and with much effort. 
Irrigation within the country is not yet adequate, and there 
is not much importation of food because of the poverty of the 
people. In India there is no rapid growth of wealth from 
agriculture (because of the I^aw of Diminishing Return) and 
there is no rapid growth of wealth in other ways, as manufac- 
tures and commerce of the modern type are as yet imperfectly 
developed. On the other hand, a rapid ini^rease of population 
is favoured by (i) the climate and also by" sbciiit ann relffiouS* 

mamage prac- 

facaJ^ iBcraiptUs 9 !^ in the case of Hind^ fenjgi^- '7 

• ihe student may refer in this connection with reseirations to 
Wattal’s The Jfopulation Problem In India. 
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(ii) and the practical a^nce^f ,preva^„v.e .ckecks. The 
great majority of the IndiaiLjSSfe iLave ho Idea of h 'Standard 
of Life. Even teggars many and nave families. 

Tn India the prev^ absent and the 

positive ^checki (disease, famine, etc.) are consequently in great 
prominence. Any substantial shortage in the food supply 
through extensive failure of crops in any year will lead to 
famine and the death of thousands and even millions. And 
the influenza epidemic of 1918 alone was responsible for 
6,000,000 deaths. In fact positive checks like famine, disease, 
etc., are at present so severe in their operation in India, that 
the Indian Census of 1921 shows a very small increase 
of population (only 1*2 per cent.) over the Census of 1911 ; and 
in Bengal, several districts are being rapidly depopulated and 
show an annual excess of deaths over births, this being due 
to the wide prevalence of^ malaria. 

(Migration outside India for the Indian population is not 
at present practicable on any large scale because of the innate 
conservatism of the Indian people, their poverty and their lack 
of education and also because of strong colour-prejudice against 
Asiatics in British colonies and other political difficulties). 

(3) As regards the future of the human race, it has been 
pointed out by some writers that the earth 
ar TunXi^ited nu^ J fer of people. In the remote future wtefi'Sll 
countries of the world will be thickly populated, sooner or later 
the operation of the Law of Diminishing Return will make 
wealth grow less rapidly, and then the danger in connection 
with the tendency of population to increase faster than wealth 

will ■ . 

‘ "flfis kind of speculation about the remote future is 
pure conjecture — it has no scientific value. 

THE INCREASE OF POPULATION. 

, ■ ’ W 1 > 1' y i'J!' V ' ' , , , I , , ^ ' 

The grovrth in numbers of the people df a country depends 
on (i) natiiral iqmiuKe^ i.e. the excess of births oyS!j,.,4eatbs 
and aBd.,also 

■tion,,into coi^tiy. 
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1. Nat arai IncreaM. 

(A) Bir^ and the Birthnrate. 

The number of births varies largely according to climate 
and habits and customs relating to marriage. 

(i) The climate. ■* 

Marriages f*re earlier in hot climates than in cold and tem- 
perate climates. They are earlier in India than in England. 
The earlier the age of marriage in a country, the higher will 
be the birth-rate ; and the later the age of marriage, on an 
average, the smaller will be the number of births per marriage. 

(ii) Social and religious customs. 

The institution of marriage, and the growth of population 
are controlled largely by social and reljgious customs and habits. 
A rapid growth of population will result from the custom of 
polyga my,; monastic institutions based upon celibacy will act 
ayna^cCiS: on the growth of population. 

T he a^ e^ of marriage is influenced in different ways and 
degreesHn SiBerent countries by these social and religious 
customs. Here in Bengal, religious custom makes the marriage 
of a Hindu girl practically compulsoQr while she is in her 
teens. 

In certain stationary rural parts of Europe, social custom 
having the force of law pr^ents mo re than one son in each 
family from marrying, he Is^eheHllylSGF elSesIH^ 
places th^^’youfige^ ; if any other son wants to marry he has 
to leave the village and to seek for work elsewhere to prevent 
overcrowding in the village. Such a custom, of course, tends 
to raise the age of marriage of the other sons. 

(iii) The Standard of Comfort. 



Other things being equal (the climate, social and religiotis 
etc., being’the same), th e sycirage yf marriAcv. tnr 
any class depends on the 

the ea^ or diflSculty -with which a young married couple will 
be able to maintain that standard of comf<»:t. 
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In England, the income of a man belonging to the middle 
clas^generally is at its highest when he is years 

oT*age ; the income of the almost reaches its 

maximum by the time he is about twenty-one and the unskilled 
labourer begins to earn his nlaximum wages 
eifi f h^^en years of age — the result is that the average age of 
marriage is highest among i^i 4 dle.jclaases ; Ifir conSf^. 
ably lower among the skiHe^^ and the age of marriage 

is even lower ahioiig^ cla^ unskilled labourers. 

In Bengal Jthe..agLe of for males among the middle 

classes has been considerably raised within recent times be- 
cause of the growing difficulty of maintaining a family accord- 
ing to the standard of comfort prevailing among the middle 
class. 

(B) Deaths and thd Death-rate. 

The increase of population depends not only upon the 
bi rth-rate , it also ds^jifends in a very important degree upon 
ftf^'^SSSih^rat e — olker things being equal, the lower the death- 
rate, the greater will be the increase of popwlation. In coun- 
tries with a comparatively backward industrial and sanitary 
civilization {e.g, China, India) the birth-rate is high, so also 
is the death-rate. It will be foynd that rich countries (like 
Br itain ) in an advanced stage of industrial development have 
generally a lo w hb^th- jrate but they have also a l ower d ^^- 
^te on account of up-to-date sanitary and medical afrahge- 
ments. And so the natural increase of population in th^se rich 
countries has been generally uninterrupted. India has a com- 
paratively high birth-rate, but it has a very mucE^igher d^th- 
rate (becau^d’W^fiiinine, disease, etc.) than Britain — and so the 
percentage in India during the ten 

years (i9ii-i92il(^aV,beep,!„ye^^, low, . o^^ cent. — ^in fact 

much lower than in Britain. 

II. Migmtioii or Immigration. 

, — " .V. i,r ''1 ' , , 

It has been already pointed out that the two sources of an 
increase in population are (1) Natural increase, i.e. the exce^ 
of bi^s over deaths ; (II) Imnu^aitori. 

,,, , , . . u . . ^ 

12 
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The rapid growth the Vnite d States is due 

ia a substantial measure to immigration into 

There is"practieslly"n6 t MinigratmCX ^^^ 
from foreign countries ; and in fact just So5r%S3!S*^ants more 
production and does not want more population which she is un- 
able to support properly under present conditions. These outlets 
can be provided partly by m igration to those Britis h colonies 
and dependencies which have' nc)t a large ^ and 

which are otherwise suitable ; in colonies with a considerable 
white population, colour prejudice and racial considerations 
impose obstacles which British statesmanship has up to the 
present been unable to surmount. 

Decline in Birth-rate in the 19th century in Western 
Europe and the United States coupled with a nearly station- 
ary Marriage-rate. 

From the middle of the nineteenth century, there has been 
a decline in the birth-rate in rich countries with a progressive 
industrial civilization, — the birth-rate has diminished in 
England from 33 per 1000 in 1850 to 25 per 1000 in 1912, in 
France during the same period the birth-rate has fallen from 
27 per 1000 to 19, and in Germany it has fallen from 38 to 30. 
The preventive check has been in operation. Malthus expected 
that the fall in the birth-rate was to be brought about by a fall 
in the marriage-rate. This fall in the birth-rate in the 19th 
century has come about with a marriage-rate practically 
stationary ; and the decline in the birth-rate is a consequence 

tne smaller number of children to each marriage befog one to 
• 

This tendency to limit deliberately the number of children 
per marriage is found more or less among all classes in wealthy 
and industtiaily progressive countries ; and it exists in a 
stronger form among the riche* classes than among the less 
wdl-to^do classes. 

* Evils from an excearfve UM of the pre v e n t i ve dbedn. 

It tieen seen that, the ten dency to resi^c t i^iimhor 
of children in each faniil3r is’ very '^lolbraceii ainrag-ffie^wiaTthy 
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classes in Europe and the United States. And it is now main- 
tained by many economists that this tendency has been ca rried 
to an extreme le ngth, and the prev epti vg chech Eas been earned 

I ■ ||fl1 ]f| | lirT111J~" l | 1 J‘Tm‘lT* 1 i n*- - < •, l*-« « 

so far as to bnng a bout positive evils to the community. 

ThTeJoisIt^^ inay result "^^fiielfy l^^^ following : 

(1) Degeneration of the population. 

(II) Depopilllaiton invSi^ dangers of ‘race-suicide.’ 

L Degeneration. 

(i) Lower economic efficiency in children of small families 
belonging to the upper classes. 

Comparatively well-to-do people marry late and so their 
children are often wanting in inherited vigour. They have few 
children ; and the children of such parents, being brought up 
with excessive care, and ‘having ample inherited funds are 
generally timid and unenterprising and mostly fail to achieve 
any notable successes in the industrial field or elsewhere. 

(ii) The fact of fewer children in the posperous families 
of the upper classes means a loss in the quality of the popula- 
lion. 

No doubt many men of genius are born in the working 
classes ; and with the present wide diffusion of education, a 
larger and larger proportion of the able and intelligent men 
of the nation is likely to come from these classes. 

Still it can be fairly maintained that the more prosperous 
classes of population are those in which the percentage of men 
with high . intellectual . qualities is likely to be higher. So the 
present tendency among these upper classes to restrict excess 
sively the number of children in each family is li^cely to 
diminish considerably the number of able and intelligent men 
in the nation and in this way the quality of the population will 
suffer. 

II. Dqpopiilatioii and Race Saieide. 

The political and ntiUtaery dangers of a decreasing population 
are extremely serious — ^a decreasing population generally means 
decreasing economic, political emd military strength of the 
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nation.. From the political point of view an excessive use of 
the preventive checks by the mass of the people is a great 
national peril. In France this had led to a serious political 
position ; and the French people are attempting to stimulate 
the growth of population by offering various concessions to the 
parents of large families. At present a nation with a small 
and slowly-increasing population runs the grave risk of being 
swallowed up by a nation with a larger and more rapidly- 
growing population. 

Condosion. 

The question of the right size of population for a country 
is not to be decided on economic grounds only. For a country 
will require a large population on military and political grounds 
if it has to raise a large army to defend itself against powerful 
and aggressive nations surrounding it. 

Within the limits assigned by political and military consi- 
derations, from the economic standpoint the question of popula- 
tion in modern times is one of right adjustment of population 
to the economic resources of the country. In Malthus^s time 
the economic question was the adjustment of population to 
food supply, and whether population increased faster than the 
food supply in the country ; in modern times (specially in rich 
countries like England which does not depend only on food 
^>|>roduced within the country, but with her increasing wealth 
ttnports large quantities of food from foreign countries) the 
adjustment of population is not to the food supply produced 
,]svithin the country, the adjustment of popuiaiion is to total 
^wealth production (in agriculture, manufactures, mining, etc.) 
Iff the country and distribution conditions — the more efficient 
is the bfoduc^£>^ and the more equitable i s distribu- 

iion in the populationiKtSt a 

mmmmr - 

For example, in India at present the population is not 
excessive omaidering the area the country (there are parts 
of Europe more thicUy populated conai^teringr the area and yet 
they are prosperous), but the populatioa of India is excessive 
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as compared with the total production of wealth (which is poor) 
and also the unsatisfactory distribution conditions ; and the 
right remedy will be greater production of wealth in agricul- 
ture, mining, manufactures, etc., and better distribution. (In 
fact the census of 1921 shows that the population of India has 
practically not increased since the census of 1911). So in India, 
the right solution is not a smaller population but a larger pro- 
duction and better distribution. Again in Europe just after 
the last great war, which carried off millions of men, there was 
a great deal of talk about encouraging the growth of population 
by changes relating to marriage, divorce, motherhood. 

As regards preventive checks relating to the growth of 
population, Malthus's ‘moral restraint* is now being largely 
supplemented by artificial birth control among all classes more 
or less in Europe and America ; but this birth control is per- 
haps excessive among the •upper classes of the population and 
rather deficient among the poorest classes. 

Also some sort of state control is likely in the near future 
for checking the propagation of the unfit who are physically 
or mentally defective and who suffer from serious and painful 
diseases which will be transmitted to any children born to them, 
or are seriously deficient in intellect and sense of moral respon-\f 
sibility or have a hereditary criminal taint — ^this is likely on 
economic and also on social and political grounds. i 

Is an increasing population always beneficial to a country? 

(C. U. 1932). 

Certainly not. 

The question has been abundantly considered. We repeat the 
argument. 

It has been already suggested that aiy increasing population is some- 
times beneficial to a country and that under different economic condi* 
tions it is sometimes just the opposite of beneficial. In conceivable 
circumstances, an increase of population may amount to a calamity. 

When in a country, an increasing population is found with efficient 
production of wealth and equitable distribution so that wealth increases 
more than in proportion to increase of population, the country becomes 
more and more prosperous. The standard of living for the people 
improves. This was the condition of the tSch and progressive countries 
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like Great Britain, Germany and tke United States in the early yeara 
of the twentieth century. This will be their condition again if the 
temporary disturbances of the world economic depression be surmounted 
by adequate national and international co-operation. 

An increasing population is not a benefit but a source of danger 
to the poorer and economically backward countries like India, and China 
— so long they are not able to introduce efficient production of wealth in 
agriculture, mining, manufacture and trade and equitable distribution 
of the national income. With population increasing but wealth some- 
times not increasing even in proportion, there is grave danger of 
famine and insufficiency of necessaries for the people and of a lowered 
standard of living. When India and China will adopt more efficient 
methods of production and a fairer distribution, increasing population 
within the proper limits will bring no danger— -indeed by making possible 
l-jetter organization and the economies of organization, may become a 
real benefit under certain circumstances. 

But the statistical indications are that in the rich and progressive 
countries in Kurope and America, population will not increase much 
due to widespread and increasing use of birth dontrol. Such methods 
are likely to spread al^ in course of time together parts of the world. 

jj Is it possible to abolish or' mitigate poverty by checking popular 
ftibn? (C. U. 1931). 

Poverty has many causes. Over-population is not the only or 
ultimate, cause of poverty in a country. 

The •communist finds the cause of poverty in private property. 
The socialist finds it in private ownership of land and capital, the 
agents of production. Co-operators attribute poverty chiefly to comijeti- 
tion. Without accepting in full any of these views it may be maintained 
that the causes of poverty in a country are to be found not simply in 
over-population but largely in inefficient production and unfair distribu^ 
tion of the national income. In fact, what is regarded as an excessive 
growth of population in a country, backward in production of wealth 
and proper distribution, will be no longer regarded as over-population 
when the country has progressed in production and distribution. Whether 
population is or is not in excess in a country is always relative to 
production and distribution. So the remedies in connection with the 
removal and mitigation of poverty are to be sought not only in checks 
upon excessive growth of population but largely in measures which will 
promote national production of wealth and an equitable sharing of the 
national income. Bdacation— general and technical, the spirit of inven- 
tion, business enterprise and ambition, the growth of capital, banking 
aii 4 transport development, just national ideals as regards eccnomic 
an4 polities! co-operation between the classes^ free political and social 
institutions will solve the pr<^lem of poverty. 
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"‘‘The Population Problem of the Worlds practically 
solved (specially as regards the advanced countries). 

To refer broadly to the world population problem to-day. 
As already suggested some sort of state control for checking 
the multiplication of the unfit is likely, though it is developing 
rather slowly. But voluntary birth control among the different 
classes of the population is a powerful and rapidly increasing 
force in Europe and America and is extending to other 
parts of the world. This is bound to check seriously the 
growth of population in the near future. The application of 
modern science, invention and methods of organization to agri- 
culture, manufacturing and other industries is greatly increasing 
productive efficiency. Even the great world economic depress 
sion to-day is to a great extent a crisis of plenty, not of scarcity. 
With better adjustment of production to consumption, a more 
satisfactory distribution pif wealth and better monetary arrange- 
ments (all these things realized through adequate national and 
international co-operation), the world is not likely to have any 

• “I think that the biggest change made in economic theory during 
the last hundred years is to be found in the treatment of the subject of 
Population 

That theory, not as now taught in a form which makes it innocuous, 
Imt as taught in the early years of the nineteenth century, purported to 
show that the natural limitation of fertile and well-situated land must 
necessarily mean that the more numerous the people, the more clillicult 
it must be for them to feed themselves 

The economic history of the hundred years has tended to bring about 
a very complete reversal of economists' view of this matter. 

The hundred years began with developments which threw great 
discredit on the fundamental assumption of the old .school that the exten- 
sion of human occupation of land necessarily meant that less fertile and 

less well-situated land must be occupied as numbers grew In the 

later part of the hundred years scientific discovery in various directions 
has led to a complete change of emphasis in regard to the importance of 

what the old economists used to call ‘improvements/* Modem 

science has changed our outlook. We set no bounds to the possibilities 
of improvement. We expect to make unwholesome areas healthy, and 
to modify vegetable as well as animal products so that they will better 

serve our needs We smile now at the suggestion made in 1898 

from the Presidential chair of the Association, that it would soon become 
very difiicult to increase much furtlier the production of wheat. : 

Thus, even if we still expected population to increase very rapidly, 
we should not believe, as J. S. Mill did, that it ‘‘eversrubere treads close 
on the heels of agricultural improvement, and effaces its effects as fast 
as they are produced’* (Prinoiples, Bk, IV^ Ch. iii § 5). But in facfe^ 
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lears in the immediate (possibly also in the remote future) as 
regards over-population, and insufficiency of food (ot other 
forms of wealth). 


A Note on 

The Optimuin or best possible Populetion. Some suggestions. 

OPhere has been a good deal of discussion in recent ^3^rs about the 
optimum or best possible population for a country. Prof. Cannan and 
Prof. Carr-Saunders have taken leading parts in these discussions. The 
idea of the optimum or best possible population for a country has been 
developed in relation to purely economic conditions — the optimum popu- 
lation (the desirable size and density of population for a country) is that 


Cotter Morison's cry, made only a generation ago, that all would be well 
if only we could stop for a few years “the devastating torrent of babies*' 
would seem grotesque to-day, for we do not now expect rapid increase 
of population to continue much longer, even if it becomes progressively 
easier to obtain subsistence. 

Though there were eminent dissentients only a few years ago, 
statisticians are now ag ’eed that in the absence of some great and 
unexpected change, the increase of population in ^gland and Wales 
will come to an end at a very early date 

The same change is now observable in some degree in other Western 
European countries and our own oversea offshoots. The cause of it — 
birth control — will doubtless in time affect the rest of the world, so that 
while we may expect considerable increase — even an increase much more 
rapid than at present, owing to decrease of huge infant mortality — to 
take place among the more backward peoples for another half-century 
at least, there is no reason whatever for expecting the population of 
the world to “tread close on the heels of subsistence" in the future, 
even if it may be correctly regarded as having done so in the past. 

This change in our expectations involves many changes of emphasis, 
both in the theory of production and in that of distribution. 

Two of them are perfectly obvious. First, the need, which J. S. Mill 
and most of his contemporaries and immediate predecessors felt so 
strongly, for insisting on the due restriction of population, has com- 
pletely disappeared in the Western countries. Economists do not now 
require to talk as if the first duty of men and women was to refrain 
from propagating their race. Secondly, the need for insisting on the 
desirability of saving has become less pressing. A rapidly increasing 
population requires a rapidly increasing number of tools, machines, 
ships, houses, and other articles of material equipment in order merely 
to maintain without improving its economic condition, while at the same 
time the maintenance of a large proportion of children renders it more 
difficult to make the required additions. To a Stationary popplation saving 
will Still be desirable fof the improvement of conditions, but it need no 
longer be insisted on as necessary for the mere maintenance of the 
existing standard. 

But there are qther changes of equal importance which are mor'» 

likely to lie overlooked —Cannan, The Changed Outlook in regard to 

Population, in the Economic Journal, December, 1931. 
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population which secures the highest economic productivity per head of 
the population. 3 

Definitions of the Optimum Population. 

1. •Prof. Cannan's Definition : 

“It has been suggested that we may' say that at any given time, 
or, what comes to the same thing, given any particular conditions or 
other things being equal, there is what may be called a point of ma?cimuin 
return attained when the population is so exactly fitted to the circuni' 
stances that returns (or productiveness of labour) would be less 
(“diminished”) if it (the population) were either less or more than it is. 
This population has been christened the "optimum population”~Cannan, 
A Review of Economic Theory, 1929, page 81. 

2. Prof. Carr-Saunders’s Definition : 

“In any country under any given conditions there is an ^optimum’ 
density of population which, if attained and not exceeded, will obtain 
the largest income per head that is within reacJi : a density, that is, 
which is the most desirable liaving in view the purely material idea 
of the average income of the inhabitants” — Carr-Saunders, Population, 
1Q25, page 31. 

The Optimum or best possible Population considered: 

Prof. Cannan notes (i) that the point of maximum return does not| 
remain permanently fixed, and (2) that we have to aim not at the best? 
possible population at any particular 'moment but at the best possiblel 
population at all the moments taken together. I 

“Great caution must be exercised in applying the idea of a point of 
maximum return to the question ivhat is the most desirable population. 
In the first place, it is very important not to fall into the error of 
supposing that the point of maximum return remains permanently 
fixed, either for particular industries or for industry taken as a whole. 
The position of the point is perpetually being altered by the progress of 

knowledge and other changes Hence it is quite possible that the 

world was over-populated in some past age when there was not a tithe 
of the present number of people on the globe, and that all the same it 
is not over-populated now. In the meantime the point of maximum 
return may have been shifted. 

Secondly, we must remember that population is not so agile in its 
movements as to be, able to follow every shifting of the point of maximum 
return immediately 


• “I am myself responsible for adopting the idea of a point of 
maximum return in Elementary Political Economy, 1888, and the first 
edition of Wealth, 1914. In the 1928 edition of Wealth considerations 
mentioned in the next section are introduced. Professor Carr-Saunders 
18, I think, responsible for the term “optimum density of nopulation” 
(Population Problem, 1922, p. 200)” — Cannan, A Review of Economic 
Theory, 1929, page 81. 4 


i 
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The population of any moment is dependent for its magnitude on 
the population of the post, and will in its turn affect the population of 
the future 

So what we have to look for is not the best population at any 
f particular moment without reference to what has gone before and what 
'is to follow after, but the best at all the moments taken together. In 
'j other words, we have to treat the idea or optimum in regard to popula- 
fition as being the right movement (i.e, increase or decrease) of population 
|rather than define it in reference to one particular point of time. The 
right movement is that which will give the largest returns to industry in 
the long run, the interests of the x)eople of all the generations being 
taken into the account’* — Cannan, Wealth, 1928, pages 59-61. 

In A Review of Economic Theory, 1929, Prof. Cannan has given his 
views as to how far this optimum population was realized by countries in 
the past, and how far it is likely to be realized in the future : 

“While we may look back on the past with some complacency, we 
may be troubled by doubts with regard to the future. 

It is true that the introduction and popularisation of modem 
methods of preventing conceptions make ^it much more unreasonable 
than it was to fear that the population of the whole world will increase 
too rapidly — ^faster than the optimum rate 

It is trae also that there is not much reason to fear the extinction 
or even the reduction of the ivhole human race in consequence of the 
adoption of the new method^of control 

The real danger seems now \o be not that the total of i^opulation' 
will be much too great or much too small, but that the growth of the 
more capable and efficient sections may be so checked relatively to that 
of the less capable and efficient by the new method of control that the 
effect on the total productivity may be bad. 

>|i Hi * HI * « 

While we cannot say that we could not have been bred better than 
we have been, we can, like Homer’s Greeks, boast that we are much 
better than our remote ancestors, — 

« « * * 4 : « 

SO that although it may be true that w^e might have been bred better, 
it is also true that we might have been bred much worse than we are. 
This rather suggests that we should not attempt to turn things quite 
topsy-turvy on the chance of making an improvement, but content 
ourselves with small changes, such as a further hampering of propaga- 
tion by persons with undoubted hereditary defects or diseases’’— Hannan, 
A Review of Economic Theory, 1929, pages gS-92. 

Prof. Carr-Saunders seems to think that among pre-historic races, 
also among existing primitive races, “the checks which are set upon 
multiplication probably result in an approximation of the density of 
populatibn to the optimum number.**— Population, 1925, page 36. War, 
disease; exposure and other causes of death did of course cut off a certain 
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namber in every generation before maturity. But elimination froth 
these causes was not large. Further, about the same number would die 
every year from these causes. At the same time fertility was low. 
Although every one married as soon as marriage was physically possible, 
women bore many fewer children than they might have borne. This 
low fertility was due to one or more of the following customs — prolonged 
abstention from intercourse betw'een married people, al>ortion and 
infanticide.** Prof Carr-Saunders is inclined to deny that starvation 
played as large a part as Malthus supposed in checking the growth of 
population ; he seems to be of opinion that population was kept down by 
prudential motives leading to practices which prevented conception or 
destroyed the infants before or after their birth, or killed the children 
at a somewhat later stage when it became more obviously inconvenient 
to support them. Prof. Cannan*s own suggestion is that the required 
explanation of the keeping down of population in early times is to be 
found in the high infant mortality among early peoples. 

As regards the problem of population in England to-day and in the 
near future. Prof. Carr-Saunders *s observations are to the following 
effect : — 

“It would appear that^the huge increase of population in this country 
during the last century did not result in any serious degree of over- 
population, if indeed there w^as over-population at all. Looking to the 
future we find the tide so set as to lead us to anticipate within a few 
decades a population stationary at a density not greatly in excess of the 
existing density. At the same time there is every reason to expect that 
scientific progress will render labour increasingly productive. The out- 
look is therefore not unhopeful While it may be that between igoo 

and the present day certain facts suggest over-population, there may be 
other explanations. And when w^e enlarge our view and take into 
consideration the last century and the probable course of events during 
the next fifty years, then it would seem that, even if the position is now 
and has been for some time not altogether favourable, it is only a 
temporary depression*’ — Population, page 54. 

Some suggestions: 

(The idea of optimum population in relation to purely economic 
conditions has substantial economic importance. From the economic 
standpoint it emphasizes that the problem of population for a country is 
not one of numbers alone, but rather one of numbers in relation to 
productive efficiency — ^that is the best possible population for a country 
which makes possible the maximum income per head of the population 
taking its economic resources into account, an increase of population or 
decrease of population reducing the income per head of the population.! 

But it must be pointed out that Prof. Cannon’s idea that we havd^ 
to aim at not the best population at any particular moment but the best! 
at all the moments taken together (“the interest of the people of all the| 
generiitions being taken into the account**) is something rather far- 1 
fetched and not likely to be of great practical use ill real life. “All) 

< 
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the generations being taken into the account" — ^this is rather difficult, 
rather impracticable. 

Also nations so far as they encourage increase decrease of popula- 
tion through political and social institutions and opinion have been 
guided in the past and will be guided in the future not only by 
economic considerations of productive efficiency, but also by military and 
political considerations. 


CHAPTER III. 

LABOUR. 


Summary. 

1. Labour. Productive Labour. • 

In Economics, labour is the labour of man. And the term labour* 
refers to any exertion (physical or mental) performed with a view to 
money or some other economic inducement. 

Modem economists regard all labour that produces any utility as 
productive labour. The labour of tlse agriculturists and the manufac- 
turers is productive labour; so also the labour of the judge, the police- 
man, the soldier, the physician and the actor — for they also produce 
utilities. 

2. Theories of Population. Malthos’s Theory. 

Thecoies of Popnlation (like most human speculations) have generally 
close relations with contemporary facts. 

Malthus*s theory is a most important contribution to the subject : 
and in fact the modem history of the theory of population begins 
with it. 

The burden of the M althusian Theory is this-hmankind is constantly 
threatened by the danger of ovef^§opuiation. According to Malthus, 
(i) Population in a country tends to increase faster than food supply, 
(ss) The tendency of population to increase may be counteracted only 
by positive or by preventive checks. (3) The positive checks mean 
great misery and suffering for the masses; so men should exercise the 
preventive checks (s.g. voluntary restraint) and thus save mankind from 
grave and serious evils. 

gbfacUpns against Malthus, 

theory is largely true relatively to his own time and in his own 
bOuntrv ; certainly it is not true of all times and all countries. 
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The principal objections against Malthas are (i) the elasticity of tlie 
Law of Diminishing Return, and (ii) the Socio-Economic argument and 
the rise of the Standard of Comfort^ 

The Law of Dimimshing Retiitam and Population. 

The relation is this — population tends to increase faster than ftK'd 
supply because population grows fast while the supply of food from 
land is subject to the Law of Diminishing Return. 

Some economists have defended the theory of Malthas by basing it 
on the Law of Diminishing Return. 

The Truth in the Malthusian Theory. 

The theory of Malthus does not apply at present to rich and pro- 
gressive countries like England, France or the United States; but it 
applies to the FCngland of Malthus’s time, to poor countries like India 
and China at the present day. 

« 

3. T ^e lncrea«e of Populatic m. 

The growth of population depends upon 

(1) Natural Increase which depends upon— 

(A) The birth-rate as determined by (a) the climate, (b) social 
and religious customs relating to marriages, and (c) the Standard of 
Comfort. 

(B) The death-rate as determined by the climate, general social 
conditions, medical and sanitary arrangements. 

(2) Immigration which is an important factor as regards the growth 
of population in new countries like the United States. 

An excessive growth of population brings serious evils, but an 
excessive limitation of population is also not desirable — this may lead 
to degeneration, also depopulation and ^race suicide.’ 


QUESTIONS. 

1. What is Labour? Explain the terms ‘productive labour* and 
‘unproductive labour.' How would you class the work of domestic 
servants ? Shopkeepers ? Circus performers ? Actors ? Musicians ? 
Churchmen ? Lawyers ? Physicians ? 

“Nearly all labour is in some sense productive (Marshall)— Explain 
and discuss. 

2. Explain and examine the Malthusian doctrine of population* 
(C. U. 1910, 19x2). 
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3. Give the substance of the conclusions reached by Malthns in his 
“Essay on the Principle of Population." To what extent are those 
conclusions applicable to modem India? 

Do modem tendencies give us any reason for modif3ning these 
conclusions? (A. U. 1915). 

What is the law of population according to Malthus? To what 
extent is it applicable to modem conditions in India ? (C. U. X919) . 

*Tbe problem of population is not one of mere size, but of efficient 
production and equitable distribution.’ Discuss. (C. U. 1923). 

4. What is the bearing of the Daw of Diminishing Return on the 
theory of population? Illustrate from Indian conditions. (C. U. 1916). 


CHAPTER IV. 

LABOUR. 

Efficiency of Labour. 

The industrial efficiency of labourers is determined by their 
qualities and capacity, physical, mental and moral. 

to mental and tiioral health Strength js dehei^ ^* 

upon the following: ca usisZ:^ 

Ti) climate. 

The climate of a country always exercises considerable 
influence upon the efficiency of labour in the work of 
production of wealth. Very hot and very cold climates are 
unfavourable to hard work for long hours ; a temperate climate 
is more conducive to efficiency of production. 

At least this is the opinion of almost all European writers* 
on this subject. 


::^|^}Buckle and to a smaller extent Bagehot among English writers 
hold such opinions. 

Marshal! in his Industry and Trade maintains, a somewhat similar 
view— “Up . to the present time a tropical climate has been fatal to the 
bsst energies of taces;^ however vigorous. It has not indeed extinguished 
either th^ subtlety df their thinkers or the physical strength which the 
workers can exert for short periods;. but it has been hostile to the power 
of undergoing severe continuous strain of mind and body." 
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Perhaps they tend to exaggerate in some degree the un- 
favourable influence exerted by tropical climates upon strenuous 
physical and mental work. 

Again the climate of a country determines the necessaries 
of life (e.g. the kind of food, clothing, house-room required) 
for the labourer and in that way also influences his efficiency. 

(2) Oiudities of race. 

For example, fihglidi economists maintain that the English 
labourer has certain racial qualities (physical, intellectual and 
moral) which make him more diicient than the Indian labourer 
or the average labourer of many other races. [There may be 
some truth in this idea, but it is often apt to be greatly ex- 
aggerated. Superior efficiency ascribed to race may be largely 
due to better food or other favourable conditions.] 

(3) The ne cessaries of life,^an 4 labour — food, clothing, 
house-roomy"^ '' 

In every climate, the efficiency of the labourer depends 
upon his getting good food in sufficient quantity, adequate 
amount of suitable clothing and ample house-room under proper 
sanitary conditions. If the labourers of a country are underfed, 
if their clothing is insufficient to protect them against the 
rigours of the climate, if they live in insanitary, unventilated 
houses, then the health of these labourers will be greatly in- 
jured ; and the efficiency of the labourers of that country will 
be largely diminished. 

These causes of the inefficiency of labour are unfortunately 
very much present in India ; and perhaps the labourers of the 
United States are those who suffer least from the operation of 
these causes. 

(4) The intelligence of the labourer, his judgment, imagi- 
nation, ^ 

Other things being equal, the more intelligent* the labourer 


• In the words of Walker, "the intelligent labourer is more useful 
than the unintelligent labourer (a) because he requires a far shorter 
apprenticeship (he can learn his trade in a half, a third or a quarter 
the time which the other requires); (b) because he can do his work 
with little or no superintendence; (c) because he is less wasteful of 
materials; (d) because he readily learns to use machinery however 
delicate and intricate." . 
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the greater will be his efficiency in production. The greater 
the clearness of his mind, the stranger his memory and his 
power of rapid and close thinking, the better will he be as a 
producer. 

The development of intelligence, and judgment among tlie 
laT>ouring classes depends lar gely upo n education ; great pro- 
gress has been made in’Europe and America as regards the 
education of the masses of the people and this has very con- 
siderably increased the efficiency of labourers. 

The comparative inefficiency of Indian ^ laboure rs is due in 
no small measure to their w ant of educat ion ; education is 
necessary in India not only for the politicarand social benefits 
that it is sure to confer but also from the point of view of 
economic efficiency. 

Imag ination is a highly im portant quality because it is 
imagination that has produced the world’s great industrial in- 
ventions and thus has enormously increased the production of 
wealth. 

(5) The qualities of will, e,g, honesty, energy, persevere 
ance, etc* — mora/ qualities. 

These also greatly influence an individual’s capacity as a 
producer. 

(6) Hopefulness, free dom and increase the vigour 

of labour,"" ^hile' slavery, serfd'dSi'*Sfl3"^o9tW forms of civil and 
I>olitical oppression lead to inefficiency in production. Freedom 
and’ hope increase man’s willingness and also his power to work. 

Changes of work and scenes develop new ideas and in many 
was stimulate productive energy. 

(7) It is also to be noted that the efficiency of labour 
depends greatly upon the nearne ss and dir ectnes s^M^^ ^ rewar d. 
The nearer and more direct tHe few^d,' Me ^eato wiiri5e*tlie 
degree in which the labourers will exercise their physical and 
intellectual powers in the production of wealth. This is the 

- i^son why save labour is less efficient than free labour ; and 
the labour of a free man working for wages on another’s account 
is less dficient than the labour of a man working on his own 
account.*** - 

•In Ihift connectioa Walker (Political Economy) quotes two acute 
remarks^ of Arthur Young relating to the ^ciettcy qf l^roduction when 
^ mkti is working not for wages out for himself. 
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Just laws and good social institutions will increase the 
efficiency of labour ; bad laws and unsound social institutions 
will do the contrary. If the laws and social institutions of 
a country are of such a character that, the labourers have little 
or no incentive for work then naturally there would be ineffici- 
ency. 

II. The efficiency of labour also depends upon the proper 

mvision of labour and its combi- 
nation, a suitable proportion and adjustment between labour, 
capital and machinery and good business management. 

Industrial Training — ^General and Technical Education. 

The. efficiency of labour is greater or less according to the 
quality of the industrial training the labourers have received. 

Technical training is an important element in industrial 
efficiency. Intelligent, honest and energetic workers will all be 
better workers, the better their technical education. 

General Education is necessary for' the general de- 
velopment of the moral and intellectual qualities of the people, 
necessary for their social, economic and political devdopment ; 
and Technical Education is necessary for the development of 
qualities appropriate to industries and also for special training 
in special industties. 

General Education. 

The immense advantages of a thorough system of general 
education are now recognized by all. Conspicuous examples 
are to be found in the United States and in Germany. The 
war has awakened England to a lively sense of educational 
possibilities ; and extensive educational programmes and re- 
forms are now in the making. In India, even a system of 
general elementary education for the people is not yet estab- 
lished, — in this India falls far short of the countries of Europe 
and America and even of Japan. 

**Give a man secure possession of a bleak rock and he will turn it 
into a garden,” 

“The magic of property turns sand into gold.” 
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(1) First of all, it is to be borne in mind that a good 

system of education 4 mi>rov es the Quality of the people . It 

enlarges their mentar and them higher 

standards of life and conduct, it tends to make them more 
intelligent, more trustworthy, and also better and happier as 
men ; it makes them fit for higher forms of economic, political 
and social life. 

This is an advantage the importance of which cannot be 
over-estimated ; this is an advantage which is not less important 
than all the industrial benefits of a good educational system. 

(2) Educa tion improv es the economic efficiency of the 
workers, 

"^1* ,1 ^ ^ ^ 

(a) Education makes the workman more intelljigggt^ more 
resourceful , and more reHable and generally ipore efficient as 
regaJrds bis work. 

(b) Education enables workmen in the lower grades to 
qualify themselves for work in the higher grades as foremen, 
managers, employers ; and it also stimulates them to invention 
as regards machinery, processes and so on. 

(3) A substantial proportion of the men of genius of the 
country is born among the mass of the people. ! An adequate 
educational system will make it possible for the boys of genius 
belonging to poor families to acquire a thorough education at 
the expense of the state and it will be of immense value to the 
industrial efficiency of the nation. Educa tion is thus a nation al 
investment, “The economic value of one great indiistnal genTus 
is Efficient to cover the expenses of a whole town ; for one 
new idea such as Bessemer’s chief invention adds as much to 
England’s productive power as the labour of a hundred thousand 
men,” (Marshall). 

Technical Education* 

Technical education is education directed to an end, and 
;a particular en^. It is education for a special indus^^ 

Technical education, hpw JFarTt should be theoretical , and 
hp^ fat practical~ this is a quesSwSr^brTES"!^ 

' awSj^’Wgaging the attention of educational experts. 



PRODUCTION 


195 


Education should be adapted to the different grades of 
workers in an industry. 

Technical education of the higher kind for the men who 
are to do superior kinds of work in* file higher grades of any 
industry — technical education for these men is thus to include 
(a) general scientific education for the devcloprnefit of mental 
faculties, (b) and also special scientific training for the parti- 
cular purposes of that special industry and it should include 
also practical U'orfemg in the workshop. For men in the lower 
ranks of industry, practical training in the particular industry 
is wanted, and less of general scientific education and of special 
scientific training is required. 

As regards technical education among modern nations, 
England perhaps excels in the practical part and Germany's 
superiority lies on the scientific side. In the United States 
is to be found a brilliant copibination of the practical instincts 
of the English people and the scientific spirit of Germany. 

Education in India from the economic standpoint. 

The position of India at present is verj" unfortunate in this 
respect. (A) Elementary education (so very necessary and 
indispensable for^^'^^Wduftfial and political progress, ojixd, fQX. 
improving the quality df the people) is free and compulsory for 
all children in alT modern progressive countries, in Britain, 
Germany, France, United States of America, even in Japan 
— in India, free and compulsory elementary education has not 
been fnfrodweeff By Ifche Tlritisk Government on the ground that 
it has not suffitfehf 'Tunds for the piirpo.se (thougli the liritish 
Government spends half its Indian revenue on the army in peace 
time, takes about 20 millions sterling more annually for its 
Home Charges and has given large increments of salaries and 
allowances — the Eee concessions— to the higher services con- 
sisting largely of Britishers and not Indians). 

(B) Technical Education for Indians in India and abroad. 

Then to consider the subject of technical education. 

The system of education introduced at first in India by the 
British Government was chiefly ir^tended to supply a sufficient 
number of clerks and other subordinalje officers for the Briti^ 
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ocx^upation — and it created a disproportionate number of persons 
possessing a purely literary education, and it did at first nothing 
for the technical education of the Indian people. Later on the 
Government of India in response to public demand made slight 
efforts and Lord Curzon in igoi summoned an Educational 
Conference and the Indian Industrial Commission in igrS made 
certain recommendations. The practical results so far are very 
small. 

Science (specially Chemistry) study and research are 
^making some progress in colleges in Bengal and elsewhere. 

Agriculture is India's chief industry employing the great 
majority of the Indian ixxpulation, but the total Government 
expenditure on agricultural education in schools and agricul- 
tural colleges is very small compared with the vast magnitude 
of the problem ; as for the other industries, large-scale manu- 
facturing and mining etc., India has got very few technological 
schools and colleges and some of them are not satisfactory in 
any way. And the facilities for workshop training in India are 
very limited ; there are not many workshops of the requisite 
standard and as they are generally owned by European firms, 
Indians often experience ^eat and in some cases insuperable 
difficulties in entering them. 

A very great expansion in the number of technical schools 
and colleges for agriculture and for large-scale industries and 
a substantial improvement in their quality (by government and 
private effort) are urgently needed for Indian industrial deve- 
lopment ; and adequate facilities for Indians as regards work- 
shop training in European-owned workshops in India can be 
secured by making this a condition for eligibility for govern- 
ment contracts. (Technical education in the handicrafts and 
cottage industries is supplied at present and has been supplied 
for generations by the caste organization* and karkhanas ; im- 
provements here are necessary and should be undertaken with 
due care). 


• "The caste system viewed in the light of a trade guild is a great 
ifever for industrial improvement in this country, and any system of 
teclmical education that may be introduced in the country should fully 
utilise the existing sy8tem*'*^N, G, Mukherjee. 
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In India as elsewhere, it is desirable that technical educof- 
iion far should be provided as far as 

possible wiikin the country by local experts and by imported 
European and American experts and teachers of the highest 
class (real experts of experience imported on high pay and not 
raw graduates). So far as the required facilities for technical 
education cannot be provided in India now and in the near 
future, India must send students for technical education to 
foreign countries — India must send some of her best students 
(not the mediocre or indifferent as is too often done at present), 
and preferably after some previous knowledge of the industry 
and local conditions in India, and she must send different 
batches of students to different countries (and not merely to 
England) to study particular industries for which each of 
these countries is specially noted ; and the Indian government 
will have to induce foreign manufacturers to give Indian 
students practical workshop training (foreign manufacturers are 
generally very unwilling to ‘give this highly important and in- 
dispensable workshop training because of trade jealousy) by 
offering government contracts only to those firms which will 
provide such training. 

Indian students going to foreign countries for technical 
education must choose first (i) industrial (e,g. sugar manufac- 
ture, cotton and woollen manufactures, iron and steel industries, 
chemical and pharmaceutical industries, coal and oil mining, 
railways, the manufacture of paper, etc.) which already exist 
in India with abundant raw materials and large consuming 
markets and which can be quickly expanded — and in such in- 
dustries the demand for first-class exi^erts with the best foreign 
training exists and will quickly expand in future. 

(2) and then industries which though not yet started can 
be started in India because of favourable local conditions 
relating to raw materials, markets, labour, etc. 

Industries already started should have preference over in- 
dustries not yet started ; and industries with abundant supplies 
of raw materials and large consuming markets within the 
country should have preference over other industries. 

In India as in other countries, as soon as possible the 
educational minimum for the people in general should include 
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free elementary education for all, also ample facilities for 
technical education of different grades to suit different kinds of 
ability and inclinations. And it should include the education 
of all in the rights and duties of citizenship and in the principles 
and methods of co-operation — such education in citizenship and 
co-operation of the mass of the people (from childhood and con- 
tinuing up to the period of youth and manhood) is of the very 
highest value in securing political stability and political pro- 
gress and it is of equal value in securing economic stability 
and economic development of the nation. For this education 
in citizenship and co-operation will reduce the economic and 
political conflicts between labour and capital and will greatly 
extend the sphere of co-operative production and consumption, 
etc. This education in co-operation is not only sadly neglected 
in India (except so far as it is based on Hindu joint family and 
caste), it is also deplorably neglected in Europe and America 
with very unfortunate economic and political consequences. 

The political importance* of education should receive im- 
mensely more attention than is the case at present in the modern 
world — the ancient Greeks understood this somewhat better^ 
and Aristotle* very rightly put great emphasis upon it. 


*No one will doubt that the legislator should direct his attention 
above all to the education of youth or that the neglect of education 
does harm to vslates. The citizen should be moulded to suit the form 

of government under which he live.s education should f>c public and 

not private. 

...... In this particular the Lacedemonians are to be praised, for 

Jhey bake the gr^jatest pains about their children and make education 
business^ oaf the state. (Aristotle— PoWt/cs, Book viii, chapter i). 
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CHAPTER V. 

LABOUR. 

Summary. 

The efficiency of labourers in a country is dependent upon — 

(1) The efficiency of the individual labourer as determined by 
(a) climate and other natural conditions; (b) race qualities; (c) the 
necessaries of life and labour ; (d) the intellectual qualities of the 
labourer; (c) his moral qualities; (/) and the nearness and directness of 
the reward. 

(2) The proper organization of lalxmr — division and combination of 
labour and a satisfactory adjustment and proportion between labour, 
capital and machinery, and also capable business management. 

General and also Technical Kducalioii are of very great importance 
in connection with the industrial training of the labour power of a 
nation. But the greatest of all benefits of education is that it improves 
the (|uality of the people — it generally makes them better men and 
women and capable of higher forms of life and happiness. 

QUESTIONS. 

1. On what does the efficiency of labour chiefly depend? (A. U. 

1913)- 

2. Write a note on the industrial and other benefits of (a) General 
Uducation and also (b) Technical Education. 


CHAPTER V. 

CAPITAL. 

Wealth and Capital. 

The relation of Wealth to Capital has been already noted. 
(Book I, Chapter V, pages 88 — 90.) All wealth is not capital. 

Wealth consists of (i) consumption goods ; (2) production 
goods. Production goods are again dividend into — 

(i) Land, ^ 
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(ii) Capital goods. As has been already explained (Page 
90 footnote)^ the distinction between Wealth and Capital often 
is at bottom largely a psychological one. 

Are Land _ and Intelligence Capital t 

Capital is something produced by human endeavour. Land 
is not produced by human endeavour, it is a free gift of Nature 
to society, and so it is not social capital. Similarly intelligence 
and other natural endowments are not social capit al. [Land 
is however capital from the individual sta ndpoint (Page 93)!. 

Classification of Capital* 

The division of capital into classes, viz. individual trade 
capital and capital capital and oMoattary 

ca^iialf fi^ ed ca^al^nd circulating cafn'fikrfias" been also ^ven 
ill fiook I, Chapter V. Capital is alsoT^^ivideS into: 

(i) Specialized, Qjfipiidl which is suited only for a singl e 

b^sjtry very small number of uses. 

(ii) capital unspecialized capital is 
^ capital which is suite d for use in more than one indiist^. Good 

examples of non-specializ^ capiSl' afTTic so constructed 
and equipped that they can be used in more fhan one industry. 

The specialization of capital is a matter of degree, capital 
in some cases being more specialized than in other cases. 

Prof. Gide distinguishes between : 

(i) Wealth which actually serves the purpose of production, produc- 
tive capital. 

(ii) Wealth which serves only to bring in an income to ite owner, 
lucrative capital. 

Bohm-Bawerk in his book on Capital approves of this classification. 
He prefers however to give to productive capital the name of social 
capital and to lucrative capital that of individual capital meaning thereby 
that the former alone counts as capital for society, the latter being 
simply capital for the individual. 

Plroduetivify of CapitaL 

Qfpitel , CactQrs.-Of PiadlidMffl. It is not a 

primary 'laSror, liut it is a factor of subordinate order derived 
logici|lIy and chronologically from two other factors, viz. Labour 
and.pand (Nature). 
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On account of this derived ajid subordinate character of 
capital, Prof. Gide prefers to call it an instrument of production. 

Capital (consisting of raw materials, tools, machinery, etc.) * 
alone by itself is not prod uctiye ; ‘*it is nothing but inert matter 
and itself* absolutely blLrrenr""Tf thete are no labourers and no 
organization to utilise capital, then capital will produce nothing. 
Capital becom es productive only by being utilised by^ labourers, 
"Again labourers'cannot work without the aid of capital in the 
shape of raw materials, tools, machinery and other things. 

(Capital being largely the product of past labour, when we 
say that labour is fruitless without the help of capilpil we 
maintain that present labour requires the help of past labour 
in the work of production). 

A labourer working with his hands alone and without the 
aid of capital (e.g. the plough and other agricultural instru- 
ments, cattle, etc.) will produce very little corn if anything at 
all ; the same labourer working with capital will produce a much 
larger quantity of corn. The in{?r^a^e in the quantity of com 
is due aid given by capital. 

Other things being equal, the labourers are able to produce 
more, the greater the quantity of capital helping them. For 
example, labourers working in factories aided by a large quantity 
of capital in the shape of the best machinery, etc., are able to 
produce much more than labourers working with a small 
quantity of capital (in the shape of cheap hand tools and not 
machinery). 

Theories about CapitaL 

There are many theories about Capital, about its functions and its 
services to society. Gide points out that these theories can be reduced 
to two chief classes holding opposite views : 

(i) The theories of the classical economists. 

(ii) The theories of the socialists. 

(I) The theories of the classical economists. These economists point | 
out that man cannot produce wealth without capital. Bven a Robinson / 
Crusoe beginning life in a solitary island required a certain amount of ] 
capital in the shape of tools and some provisions, etc., — and without this j 
initial capital saved from the wreck of the ship, he would have been^ 
unable to maintain his life in his desert island. 

Man in civilized societies cannot engage in any productive industry 
without the help of capital. Either he must have command over capital 
himself, or he must become a wage-earner under a capitalist who will 



202 


OUTLINES OF ECONOMICS 


Capital will remain an indispensable means of production 
all periods of economic history. The definition of capital 
by the classical economists lays stress on this productivity of 
capital, on the necessary, essential and permanent characteristic 
of capital ; and thus their definition is nearer the truth than 
the socialistic conception of capital which looks only at the 
rentability*^ of capital (i.e, its power to produce an income 
for the owner), its transient and contingent characteristic which 
may disappear in course of time. 


ptx)vi(3t? him with the necessary amount of capital in the form of raw 
materials, tools and other things necessary for production. And the 
greater the quantity of capital possessed by society, the more efficient 
will be its production. Indeed Gide sa 5 's “The power to produce 
increases in geometrical progression to the quantity of wealth already 
acquired.” 

The classical economists therefore maintain that Capital is absolutely 
indispensable to the production of wealth bv man. They emphasise the 
productivity of capital, they declare that capital renders services to 
production the importance of which cannot hi over-estimated. 

This has been called the naturalistic conception of Capital. 

(II) The theories of the socialisis (c.g., Marx, Rodbertus, LassalJe, 
and others). The writers of this school emphasise what Gide calls the 
rentability and not the productivity of Capital. They regard Capital 
as wealth which enables a man to command the labour of other men, 

and thus to secure an income without his personal labour at least 

without any other labour than that of keeping an eye over his invest- 
ment and realizing the interest and profits. 

According to the socialivsts, capital in the sense understood by them 
is a historical category, the result of economic evolution, a product 
of history and is due to the exploitation of the lower classes by the 
so-called upper classes ; it is a temporary phenomenon which has 
appeared as a result of certain historical c'onditions and capital in this 
sense will disappear when these conditions will cliange with the triumph 
of the socialist movement. 

This conception of capital is called the juridical conception as 
opposed to the naturalistic conception. 

The advocates of these two oppo.sed groups of theories carry on a 
bitter controversy. The followers of the first theory declare “what a 
useful servant Capital is since even a Crusoe cannot live without it.” 
Those who support the second theory answer in reply what a tyrant 
Capital is “since it can exist only on the .labour of* others.” These 
(decries cannot be fully discussed without examining them from the point 
of view of distribution. 

In the words of Gide “there is no necessary contradiction between 
these two theories, each lays its stress on oiie of the powers of capital, 
the first theory looks on the natural, permanent and economic charac- 
teristic of capital; the other at its acquired, relative and juridical 
characteiKstic.** 
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"^Production with Capital is a round-about process. 

Production with capital as distinguished from production 
without capital is a round-about method of production. The 
greater the industrial advance made by a country, and the 
larger the amount of capital at its command, generally speaking 
the more round-about is the method of production. Round- 
about production means that production is not direct, but that 
the productive process is indirect and is prolonged, consisting 
of several stages. Modern methods of round-about production 
involve the splitting up of the productive process into succes- 
sive stages and the use of machinery on a considerable scale in 
these different, stages to increase the efficiency of production. 
Round-about methods of production are followed not because 
they are round-about hut because they are economical and effici- 
ent ; they are economical because they provide ample scojie for 
the efficient use of machinery and other mechanical aids and 
the great economies resulting from them. 

In a community following the modern round-about process, 
a considerable proportion of the people are engaged in making 
instruments and machinery to be used in these round-about 
processes ; and the result is that labourers of that community 
are very liberally supplied with mechanical aids, e.g., tools, 
machinery of different kinds, means of transport in the shape 


In an earlier stage of economic evolution, capital was the tool of 
the manual labourer and thus it possessed the characteristic of pro- 
ductivity and not of rentability. 

With the progress of economic evolution, capital has gradually 
passed out of the control of the manual labourers into the liandvS of 
the rich and in many cases the idle rich ; it is thus now not merely 
a help to labour, it now enables the rich to command the labour of 
poor persons and thus it allowvS the rich to procure an income without 
working for it. This new social s^^stem is characterised by the social- 
ists as Capitalism but the present system is only a temporary phase 
in the history of economic evolution and during the present stage and 
also in other stages which will succeed the present system, capital will 
continue to retain its permanent economic characteristic, viz., produc- 
tivity. 

* **The productivity of capital consists in the aid which it renders 
in securingr the same results with less effort. Tt is an adjunct to 
human labour, and to that extent lessens labour by interposing some- 
thing between labour and its result. The function of capital might 
therefore be called the roundabout method of production*' (Seligman — 
Principles of Economics). 
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of railways, steamships, etc., and therefore the eflSiciency of pro- 
duction is very great. 

The Growth of Wealth (and Capital) in a Community. 

frha causes and conditions which influence the accumulor 
lion of wealth differ extensively in different countries and at 
different periods of history^ and even among the same people 
{e.g. the English people) t£e different social classes will not be 
influenced in this matter by exactly the same causes. Social 
and religious customs and ideals by discouraging or encourag- 
ing extravagant expenditure and in other ways will help or 
hamper greatly saving and the growth of wealth. For example, 
Indian customs and practices favouring lavish expenditure on 
caste feasts in connection with marriages, funerals, etc., act as 
a check on the growth of wealth. 

Subjectiv e and Objective Conditions of Saving. 

Economists distinguish between subjective ^mental) and 
objective (external) conditions of saving. 

I. Subjective conditions relating to the growth of Wealth. 

"1) Foresight. 

^he growth of wealth among a people depends upon the 
development of the habit of clearly forecasting the future and 
making suitable economic provision for it^ This habit has 
developed slowly and somewhat painfully in the history of man. 
Savages* do not possess it ; and even among the industrially 
advanced European races there will be found a large proportion 
of men who have not this habit or have it only in a very limited 
degree. In India we have the element of foresight in substan- 
tial measure among the middle class but to a much smaller 
extent among the lower classes. 

(English writers generally remark on the comparatively small 
development of the habit of saving among the Indian people. The 
Indian people are said to make ‘‘intermittent provision for the near 
future but scarcely any permanent provision for the distant future,** 

As an extreme example of want of foresight, Prof. Gide quotes the 
case 0f<4he Orinoco sava^ who sells readily his hammock (a kind of 
faapjdl|g-bed) in the morning but not in the evening. He forgets in the 
that he will require his hammock in the evening. 
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i.e., they are said to save money for spending it on funeral and marriage 
feasts but not for permanent investment in railways, irrigation works 
and other productive enterprises. This view contains elements of 
truth; it applies to some extent to the Indian peasantry, but it must 
be remembered that the Indian agriculturists’ power to save is extremely 
limited, there being little or no surplus above necessaries in most cases. 
The saving spirit is however very strong among the Indian middle 
classes) . 

(2) Motives of Saving. 

The chief motive which induces men to save is 
affection. And family affection is nowhere stronger than in 
India. 

Men desire to make adequate provision for their families, 
a provision which will be sufficient to maintain their families 
after their death at a suitable standard of comfort ; and with 
this object they save often at the expense of considerable per- 
sonal discomfort. , 

The am bition of elevating the position of one’s family in 
the social scale — this also acts as a strong stimulus to saving. 

O ther powerful mo tives are also in operation. 

There are a few persons who save not for their families, not 
for their own use but merely because they have acquired a sort 
of nmnia for accumulating wealth for its own sake. 

Again the des w^ fpr powe r sometimes leads men to accu- 
mulate wealth. Wealtii gives power over other men in the 
economic sphere and also political and social influence ; and 
many ambitious men pursue wealth not for its own sake but 
for the power that wealth carries with it. 
cares more for the power that wealth gives than for wealth 
itself. 

II, Objective conditions relating to the growth of Wraith, 

(t) A surplus dSove necessaries of life. 

To make saving possible, production of wealth must be 
in such quantity that there is a surplus above the necessaries 
of life. Obviously when there is no such surplus, when the 
people have only the bare necessaries of life or even less than 
that— under these circumstances the people are not in a posi- 
tion to save. - / 
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la India only a comparatively small proportion of the 
population has a surplus above necessaries and so naturally the 
accumulation of wealth in India proceeds at a slow rate. In 
England a much larger proportion of the population has a sub- 
stantial surplus above necessaries, and there an immense quan- 
tity of wealth accumulates annually. 

( 2 ) Security of life and property. 

Where there is security of life and property, saving is en- 
couraged. For what a man saves will be his own. 

During the decline of the Moghul Empire in India, the 
country devastated by incessant wars and plundering bands of 
marauders had no security to offer to the people — and natur- 
ally the people became thriftless ; they would not save be- 
cause they would not be able to enjoy the fruits of their 
savings. IJxcessive taxation and bad laws also introduce a sort 
of insecurity. If the taxes are so high, that they leave little 
to the people then they have no incentive to industry and 
thrift and so there will not be .much saving. Bad laws {e.g. 
the English Poor Law at the time of the Napoleonic Wars) 
which tax the industrious and thrifty for the benefit of lazy 
wastrels also discourage the growth of wealth. 

The greatly increased security against excessive taxation, 
against bad laws and against loss of property by robbery which 
is found in the progressive states of the present day has ver}" 
powerfully influenced and stimulated the growth of wealth. 

( 3 ) The use of money. 

When man is yet uncivilized, and has not yet learnt the 
use of money, he has to save that particular commodity (corn 
or any other thing) which he produces. That particular com- 
modity may be more or less perishable and also it may not 
jj^dily exchange for other commodities which he may want 
^^luture. Money however is not perishable ; and it always ex- 
^^^ihanges readily for other goods. Henoe it is immensely more 
convenient to store money than to store any other commodity — 
and the mere use of money thus helps saving and the growth 
of wealth, 

( 4 >' 
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Modern conditions have enormously increased the facilities 
and the opportunities for the investment of capital and have 
thus stimulated the growth of wealth. 

A people without the facilities for the safe investment of 
wealth will sufiFer from serious disadvantages in its attempts to 
save ; if the people store wealth in their houses there is the risk 
of loss by fire, by robbery and in other ways. Commercial and 
Industrial Banks offer safe custody of the wealth and in addi- 
tion pay also some interest ; and joint-stock companies of diflFer- 
ent kinds afford opportunities for investment of capital to small 
investors who cannot themselves engage in business, they offer 
varied opportunities for the investment of capital — and thus 
increase the desire for saving. 

Some opportunities for investment exist in India ; but 
conditions here are still much worse than in Europe and 
America, and they seriously hamper saving and the growth of 
wealth. We have not many banks ; and only a few joint-stock 
companies enjoy the complete confidence of the public. 

Some institutions for facilitating saving are the following : — 

(i) Savinji:s Banks which enable persons to save small- sums and 
to accumulate in this way a little capital. Savings Hanks at first were 
private institutions ; now-a-days in almost every civilized country, there 
is the State Savings Hank with branches in all the Post Offices. 

(ii) Insurance. 

Insurance institutions (which in return for periodic payments by 
an individual offer his family a certain sum after his death) enable 
many a man to save who would not otherwise have done so. In addition 
to life insurance, we have also insurance against sickness, unemployment 
and other ills of life. 

(iii) Co-operative Societies. 

(a) Consumers* Co-operative Societies. In a store worked under 
the system, the store by buying goods wholesale and selling them at 
the usual retail prices to the consumers will make a profit and the 
profit made by the store will be divided at the end of the year among 
the consumers. 

(b) Co-operative Credit Societies. These institutions facilitate saving 
amongst small agriculturists, small artisans and shop-keepers. Their 
chief aim, however, is to cheapen credit for the members by offering 
joint security of all members insteal of individual security. 
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(5) The mte of hitereet and how it influences the 
growth of i^pita}. 

What is Interest? 

A man who borrows capital from another has to pay to the 
creditor interest on the borrowed capital. Why is this interest 
paid? 

(1) Interest is the reward of abstinence (the earlier view), 

' *,i- 

The accumulation of wealth has been regarded by some 
economists as the result of abstinence by the accumulator, 
abstinence being used by them in the sense of abstaining from 
and sacrificing present pleasures for the sake of future pleasures. 

Objection has been taken chiefly by socialist writers^ to 
the use of the word '^abstinence'* in this connection, they main- 
tain that abstinence implies some privations or sufferings on 
the part of the abstainer ; and they point out that rich persons 
who live luxurious lives and yet manage to save a great amount 
of wealth even after indulging in extravagant luxuries cannot 
be said to practise abstinence in the true sense of the word. 
[It is clear that the writers whom the socialists criticise, use 
the word * ‘abstinence*’ in one ^nse — in the sense of postpon- 
ing present pleasures to future pleasures without necessarily 
implying any privation and suffering on the part of the man 
practising such abstinence ; and the socialists are using 
“abstinence” in a somewhat different sense, they maintain 
that abst^ence always involves an element of pain and priva- 
tion.] - 

(2) Interest is the reward of waiting {Marshall's view). 

In view of the above controversy Marshall following 
Macvane has decided not to xise the word “abstinence,” and 
he says that "it is better to say that the ac(:umulation of wealth 
H^^ffnerally the result of a postponement of an enjoyment (i.e. 


* *^The socialist l^assifle sarcastically refers to this supposed 
^abstinence* of millionaire capitalists like the Rothschilds when saving 

some part of their huge income as capital, after indulging in all possible 
luxuries; 'and the ^reat socialist thinker Karl Marx scornfully refers 
to' that ^queer samt, that knight of the woeful countenance, the 
capitalist «abstiiitLtr.** 
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giving tip a present enjoyment for the sake of future enjoyment 
to be secured by savings) or a waiting for it.** 

'According to Marshall the accumulation of wealth is thus\ 
the result of waiting, and interest is the reward of this waiting. I 
This view which regards interest as the reward of ‘waitingM 
is criticised by Edwin Cannan and others. 

For other modern theories (including the Austrian Theory 
and also the Socialist Theory of Interest) refer to Pari II, 
Book V, Chapter V. 

Influence of the Rate of Interest on Saving. 

In some cases like much of life insurance and savings bank 
deposits, men will save to provide for the future even if no 
interest (i.e. a zero rate of interest) is paid to them. Economists 
have also discussed cases in which men to provide for future 
wants if necessary will even pay interest on their savings instead 
of receiving it. * 

In many cases men however are encouraged to save by the 
interest which they get on their savings. 

Other things being equal, the higher the rate of interest, 
(i.e. the greater the reward of waiting), the greater will be 
the willingness of persons to wait and to save capital by post- 
poning present enjoyments. Therefore, other things being 
equal, a rise in the rate of interest will increase the desire to 
save capital and thus will stimulate the growth of wealth. 
Other things being equal, a fall in the rate of interest (i.e. 
in the reward of waiting) will diminish the desire to save and 
will thus lessen the rate of the growth of wealth. 

There are certain exceptions to these general rules. For 
example, a man, who desires to provide a certain annual income 
for his own old age or for his family after his death will have 
to save more to get that annual income when the rate of interest 
is low than when the rate of interest is high. In such a case 
the man will save more when the rate of interest is low than 
when the rate of interest is high. Suppose the man wants . 
an annual income of Rs, 4000 after his retirement from business. 
He will have to save Rs. 40,000 to get an income of Rs. 4,ocjk!> 

14 
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when the rate of interest is lo per cent. ,* and to get the same 
annual income he will have to save a larger sum, viz, Rs. 80,000 
when the rate of interest is lower, viz. when it is 5 per cent. 
(Note however that though some men will desire to increase 
their savings when the rate of interest is lowered, only a few 
persons with comparatively large incomes will be able to do so). 

Saving, Investment and Replacement of Capital. 

Men in a modern society save capital very generally in 
the form of money ; and they save to provide for the future. 

Now saving may take either (i) the form of hoarding, (ii) 
or of investment. 

Hoarding does not help production. The Indian people 
(like other peoples backward in industrial civilization) have 
practised hoarding for a long time ; and the enormous quanti- 
ties of precious metals thus hoarded do not render any service 
to production, and constitute a grave defect in the Indian 
economic situation. * 

It is saving in the form of investment which helps produc- 
tion ; and in modern industrially developed societies, (e.g. 
Germany or England or the United States) the greater part of 
the savings of the people is invested, and not hoarded. Men, 
when they have saved money, lend it to a bank and keep the 
money in the bank ; and the bank lends the money to be used 
for productive purposes in manufactures and commerce. Manu- 
facturers borrow from the bank to buy raw materials and 
machM^ry and to pay labourers, and merchants borrow to 
carry on their trading operations. As regards investment 
hankers thus serve as middlemen, linking the individuals who 
save to the manufacturers and merchants who borrow and use 
this capital for the purpose of production. 

Capital invested in machinery, buildings, and in other 
forms has to be constantly renewed and replaced. This is 
called the replacement of capital, and the fund for this purpose 
is called the Replacement Fund of ^ciety. Take a machine. 
It does not last for all time. It lasts, only for a certain number 
of y^ars. And then it has to be replaced by a new machine. 
So with buildings. So with dockyards, rail-rpads and other 
forms of capital. 
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A oik Indliiif Conditiotos. 

The Growth of Capital in India. Foreign Capital. The 
Hoarded Weal^ of India. 

(A) The Growth of Capital in India. 

As regards subjective conditions helping the growth of 
capital, family affection among all classes is nowhere in the 
world stronger than in India. Foresight there is among the 
trading classes and the middle class, but not sufficient perhaps 
as regards the poorer classes of the Indian people ; and there 
would be more of foresight with the increase of education 
among all sections of the population and the spirit of helpless 
fatalism bred of age-long poverty and oppression would then 
disappear. 

As regards the objective conditions helping the growth of 
wealth (and capital) in a country, in India at present we have 
a substantial amount of &curity of life and property and the 
use of money, but because of the great poverty of the Indian 
people due to backward agricultural and industrial conditions 
there is little or no su^lus above the necessaries of life for 
the vast majority of the Indian people — and hence they can 
save but little as capital. There are also not a sufficient number 
of banks and other institutions in rural areas offering opportu- 
nities of safe and profitable investment to the rural agricultural 
population. 

At present in India, landlords, merchants, large-scale 
capitalist manufacturers and the upper grades of professional 
men and men in government service are able to save because 
they have a surplus above necessaries ; but the greater part 
of the agricultural and industrial population cannot save much 
as they have little or no surplus. In India, we must have 
great improvement in agriculture and industry to increase the 
surplus above necessaries for the population and rapid diffu^ 
sion of education for mcreasing the desire to save^ And the 
capital that will be saved must be made available not only 
for large-scale capitalist manufacturers and merchants to help 
them in their work of production, the capital must he made 
available to help the small-scal§ producers in agriculture and 
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small industries as far as possible by democratic organization 
of credit through co-operative credit societies, etc. 

(B) Foreign Capital in India. 

Because of the great poverty of the Indian people in recent 
times due to backward agricultural and industrwl conditions, 
India at present has not sufficient accumulated capital of her 
own and does not accumulate sufficient capital annually to 
carry on her agriculture, manufactures, railways and other 
forms of transport, etc. Indian agriculture is starving for want 
of capital, this is also the case with Indian handicrafts and 
small industries in the villages and towns ; and the statement 
also applies to many Indian large-scale industries organized 
under ^lodem conditions. 

So India (like Australia, Canada, South Africa and other 
British Colonies, like Japan and other independent states with 
no sufficient capital of their own), hoj to import foreign capital 
and largely from Britain. 

The amount of foreign capital invested in India amounts 
to hundreds of crores ; and this foreign capital is not invested 
in Indian agriculture or small-scale industries under Indian 
management, — ^practically the whole of tiiis foreign capital is 
invested in tea, coffee and other plantations under European 
management, in the mining of gold, coal, iron and oil, etc., in 
large-scale manufacture in jute mills, woollen mills, tanneries, 
etc., in banking and insurance, in railways and other forms of 
transport, all (or almost all) under European management. 

Different views are possible and do exist on the question 
of the use of foreign capital in India, 

I. The view of the mctreme advocates of the use of 
foreign capital — ^These extreme advocates chiefly consist of 
^European merchants and manufacturers (with their bureau- 
cratic supporters) and they assert there can be 

no doubt that, though the foreign capitalist *may get his profit, 
the main advantage from the emplo3rment of foreign capital 
remains with the country in which it is employed.*^* And 

i f lleport o! the Indian Fiscal Commission (Chapter XV). 
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they oppose any differentiation by the Indian Government 
between foreign and Indian capitalists in favour of Indian 
capital. 

II. The view of the extreme opponents of the use of 
foreign capital — ^These extreme opponents oppose more or less 
the use of all foreign capital in India under present economic 
and political conditions on the grounds that — 

(a) foreign capital injures the .economic interests of the 
Indian people in important respects ; 

(b) foreign capital is opposed to the political and eco- 
nomic progress of the Indian people as foreign capitalists 
always oppose measures of political and economic reform by the 
cry of 'Capital (foreign) in danger*. 

III. The middle view is that foreign capital has its 

uses and also its abases, — that the use of foreign capital is 
necessary and desirable in certain industries and under certain 
conditions hut not in other industries and under other condU 
tions. 

Against the extreme opponents of foreign capital, we have 
to point out that the use of all foreign capital is not to be 
condemned simply because it is foreign. Against the extreme 
advocates of foreign capital, we have to point out that foreign 
capital is not always and wholly beneficial — that under certain 
conditions and specially in certain industries, foreign capital 
leads to grave evils and abuses in several respects, e.g, the use 
of foreign capital* is undesirable in Indian mines, also to some 
extent in banking and shipping (though unavoidable under 
present conditions) ; and in most industries the use of foreign 
capital is not so much of an evil as the use of foreign capital 
under foreign management (for the foreign management will 


* As was ^inted out by the late Sir Vithaldas Thackeraey, a great 
industrialist of Bombay, “when we turn to the petroleum industry in 
Burma, the gold mines of Msr^re, the coal mines of Bengal, the tea 
and jute industries, the carrying trade by sea and the financing of 
our vast foreign trade by foreign banks, we come upon another and 
a less favourable awect of the use of foreign capital. It is impossible 
to estimate accurately the amount of wealth that goes ont of ^e country 
in this manner though an approximate idea can be had of it firom the 
excess of our exports over imports. 
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take tke pix)fita of business out of Xndia, in addition to the 
ihterost on the capital, while India using foreign capital under 
Indian management will have to pay only the interest on the 
foreign capital and not any profit). 

One following this middle view may describe the use and 
abuse of foreign capital, its advantages and disadvantages some- 
what in the following fashion: — 

Foreign capital, its uses and advantages. 

!; I. India does not possess all the capital required for deve^ 
Sloping her mines, modern large-scale manufactures and modern 
(forms of transport {railways, etc.), and so at present foreign 
^capital is of great use to India: — 

(i) Foreign capital has constructed the important railways 
connecting the different provinces of India, helping the eco- 
nomic and political unity and growth of the Indian people ; 
(ii) helping the establishment of the modern industrial organiza- 
tion in India ; (iii) and helping also the work of famine relief 
by quick transport of food supply during the time of famine. 

(ii) Foreign capital has developed modern large-scale pro- 
duction in India by establishing jute mills in Bengal, cotton 
mills (most of the Indian cotton mills are however worked 
with Indian capital and under Indian management), woollen 
mills, paper mills, sugar factories, etc., in other parts of the 
country giving emplo3anent to a considerable number of Indian 
labourers and clerks. 

I II. Foreign capital has also great educational value for the 
I Indian people in connection with Indian industrial develop- 
I ment. '‘It is to the foreign capitalist that we must look largely 
at first for the introduction of new industries and for instruction 
m the economies of mass-production. By admitting foreign 
capital freely India admits the most up-to-date methods and 
the newest ideas, and she benefits by adopting those methods 
and assimilating those ideas.^* 

The mills, jthe mines, the railways worked with foreign 
capital^ and under foreign management constitute a sort of in- 
dustrial education for the Indian people supplying models and 
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stimulating Indians to start such things under Indian manage- 
ment and if possible with Indian capital. 

This educational value of foreign capital, and also the tLset 
of foreign capital in railways are'' of great use and advantaged 
to India. ^ 

The foreign capitalists who send capital for investment to 
India, and also the foreign management, do these things for 
their own benefit and to get interest on the capital and profit 
for the management ; but incidentally India has also derived 
certain benefits (already noted) from this use of foreign capital 
in India. 

Foreign capital^ its abuses and disadvantages. 

The use of foreign capital under present conditions in India 
is attended with some serious evils : — 

(t) Foreign capital so largely employed in Indian mines ( 
exhausts permanently the fixed stock of mineral wealth in the J 
country leaving nothing for future generations of Indians (when 5 
they will have capital of their own to work their own mines). 
The mines once exhausted are exhausted for ever ; this is not 
the case with land in agriculture. At present a few thousands 
of Indians get wages as coolies and clerks in the Indian mines 
under foreign management, and if India can maintain 300 
millions, she can maintain these thousands somehow also in 
other employments — and India should not allow Indian mines 
to be permanently exhausted by foreign capital leaving nothing 
for future generations of Indians. 

The remedy is to check the use of foreign capital in Indian 
mines as far as practicable (mines being exhaustible sources 
of national wealth) ; and to compel by law foreign companies to 
take a substantial proportion of Indian directors and Indian 
capital held by Indian shareholders thus reserving Indian mines 
in an increasing degree for Indian capital and enterprise. 

(ii) Foreign capital in India employed in mines is more 
harmful than in manufactures (e.g. jute manufactures, cotton 
manufactures, etc.), for mines are exhaustible sources of wealth 
w^hich manufactures are not, ^ 
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Y^i foreign capital employed in manufactures under foreign 
management takes away from India (a) interest on the capital, 
(b) alao large profits for the organisation and foreign manage- 
ment ; and we should try to keep the enormOiis profit within 
the country by using foreign capital but under Indian manage- 
ment by voluntary arrangement with the foreign capitalists if 
possible (and in suitable cases by legal compulsion). Japan and 
Australia and other modern countries borrow and use foreign 
capital but under their own organisation and management and 
so they have only to pay interest on the foreign capital reserv- 
ing enormous profits for the people of the country. 

(Hi) Again foreign capital (chiefly British capital) under 
foreign management employed in banking, transport (railways, 
shipping, etc.) partly deliberately and partly through uncon- 
scious race-bias favours greatly British manufacturers and 
commercial interests in India and in Britain against Indian 
manufacturers and traders — and this hampers very seriously 
Indian capital and enterprise. . 

The remedy is this : Steps should be taken by voluntary 
methods (and in extreme cases if necessary by legal compul- 
sion) to make foreign banking and transport companies admit 
gradually Indian capital and enterprise to a large and pre- 
dominant share in ownership, control and management ; and 
Indian industries and commerce will be able then to occupy 
their rightful place in their country. 

(C) The Hoarded Wealth of India* 

It has been suggested that a large addition to Indian capital 
for the purpose of developing Indian industries and commerce 
may be made from the hoarded wealth of India ; this hoarded 
wealth lying scattered and unproductive in the hoards of 
peasants and princes and , others alL over India has been 
estimated variously to amount to 500 to 800 crores of rupees. 
Of eourse it is desirable that the Indian banking system with 
Indian capital and management should be much more exten- 
eively diffused throughout the country attracting capital from 
these hoards and using this hoarded wealth as far as possible 
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to develop India's trade and industries — and incidentally this 
would m^e India also less dependent on foreign capital. 

It is to be noted however that the hoarded wealth of India 
amounts to about Rs. 20 or thereabouts per head of the popula- 
tion, and so is not large ; and that only a small portion of it is 
in the hands of the masses as is shown by the heavy mortality 
among them during times of famine, and that a great part of 
this hoarded wealth consists of jewellery, etc., in the hands of 
princes, landlords and merchants, etc. — ^and that in fact the 
hoarded wealth in the form of jewellery, gold and silver plate, 
etc., is very much larger in proportion to the population in 
other countries than in India. 

So India is not the only country with hoarded wealth ; 
in fact India has a smaller amount of hoarded, unproductive 
wealth per head of the population than many rich and progress 
sive countries of Europe, — ^though perhaps her hoarded, un- 
productive wealth is large ^ as compared with her total capital 
available for her industries and commerce (her total capital 
being small in comparison with her population and the needs 
of her agriculture, industry and commerce). 

With the development of modern banking in India and 
the expansion of the co-operative movement, the unproductive 
hoarding of wealth has decreased and is fast decreasing. 


CAPITAL. 

Summary. 


Wealth and Capital. 

All wealth is not capital. 

We have to distinguish between (a) trade capital and social capital; 
(b) consumption and auxiliary capital; (c) specialized and non-specialized 
capital. A distinction is also made between fixed and circulating capital, 
but the distinction is not a hard and fast one. 

Production with capital is a round-about process— it enormously 
increases the efficiency of production by providing ample scope for the 
use of machinery and other mechanical aids in the lengthened process 
of production. 

< 
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Tim GmmfSk at V/oMk. 

The causes a^d conditions which influence the accumulation of 
wealth are not the same in all countries and at all times; indeed they 
are not the same even among the diflerent classes of the same pecqfle 
in the same country and in the same time. 

Subjective and objective conditions of saving. 

The principal subjective conditions are (i) development of fore- 
sight, and (2) growth of family aflection which is the chief motive to 
saving. 

The objective conditions are (i) a surplus income above necessaries 
of life, (2) security of life and property, (3) the use of money, and 
(4) the existence of banks, insurance companies and other institutions 
providing opportunities for safe and profitable investment. 

The rate of interest influences saving and the growth of wealth, 
and a fall in the rate of interest diminishes it — this is the general rule 
but there are exceptions. 

The formation of capital involves ‘abstinence* or as Marshall puts 
it ‘waiting* — interest is the reward of this ‘waiting.* 


QUESTIONS. 


1. Classify ‘capital.* 

Are Land and Intelligence capital? (A. U. 1903). 

2. What are the influences which affect tlie accumulation of wealth 
in a country? (C. U. 1916). 

Illustrate by references to Indian conditions. 

On what does the growth of wealth devoted to productive purposes 
depend? (C. U. 1919). 

What do you understand by capital ? How does capital originate ? 
Distinguish between fixed capital and circulating capital. (C. U. 1921). 

3. Write a short note relative to the influence of the rate of interest 
on saving. Give Indian examples. 

Discuss the effect of the rate of interest on the growth of capital 
in a country. (C. U. 1918). 

4. Write a note on the use and abuse of foreign capital in India. 
Indicate carefully the limits of its usefulness. 
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CHAPTER m. 

INDUSTRIAL ORGANIZATION. 

Machiiifiry. Divmogii of Labour. 

Organization and Efficiency- 

In the preceding chapter, the agents of production, land, 
labour and capital, have been studied sei^arately. The nature 
of each of these agents and some of the principles determin- 
ing its efficiency and also the increase in its supply have been 
examined, and now we shall study the organization of the 
agents, their co-operation in the work of production. 

The idea thgi, infi^fsasad efficiertdy results from organiza^ 
twn jLs a very old idea — it was understood in ancient Greece 
Snt" also in ancient India. 

Within recent times eqpnomists have learnt a great deal 
from biologists like Herbert Spencer* as to how organization 
increases efficiency. 

Spencer has shown that the development of any organism, 
social or physical implies (i) an increased snb-division of 
functions (this is called “differentiation’^) between the different 
parts of the organism (ii) and at the same time a closer con- 
nection and inter-dependence of these different parts (this is 
called “integration”). The development of the economic 
organism involves (i) increasing differentiation in the form of 
increasing division of labour and the increasing specialization 
of machinery, etc. ; (ii) and also increasing integration of differ- 
ent parts of the economic organism through development of 
communication facilities by railways, steamships, post and 
telegraph, etc, 

[The terms specialization of labour and specialization of 
machinery are often used to mean differentiation of labour 
(i.e. division of labour) and differentiation of machinery.] 

• See also Herbert Spencer's Sociology, Ch. V. 

'*But along with advance of organization, every part, more limited 
in its office, performs its office better; the means of exchangihg benefits 
become greater ; each aids all and all aid each with increasing efficiency, 
and the total activity we call life, individual or national augments." 



220 


OUTLINES OF ECONOMICS 


Problems of Industrial Organisation. 

We shall approach the problems of industrial organization 
in the following order: — 

Machine ry and division of labour — development of 
industrial organization in modem times as manifested in increas- 
ing specialization of labour and machinery. 

II. Geographical Division of Labour and Localization 

of lndi4Stry^6(Si in industry. 

III. Large-scale and Small-scale Production — size in 
organization. 

IV. Control of Business — ^system of business manage- 
ment. 

Machinery. 

A very characteristic feature of the modern industrial orga- 
nization is the rapid increase in the quantity and complexity 
of machinery used in modern industry, 
is essentially the system qf„M,achine industry — ^more and more 
TinacEineiy being used for ’ the purpose of manufacture, trans- 
port, mining and even in the agricultural industry. 

The use of machinery is comparatively recent. In fact 
not much progress has been made in the discovery and the 
application of machinery till the middle of the i8th century. 
England is the pioneer in modem capitalism based upon 
machinery production ; and England’s example has been 
followed in course of time by Germany and other European 
countries and by the United States of America. In India, the 
machine system has yet been introduced only in part. A great 
deal still remains to be done. 

What is a machine ? 

A machine is to be differentiated from a tool. A modern 
machine in its developed form consists of three parts, which 
though mechanically connected, are essentially distinct, (i) the 
mqtor mechanism, (2) the transmitting mechanism, and (3) 
th^ tool or working machine. ''The motor mechanism is that 
^||lch puts the whole in motion. The transmitting mechanism 
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regulates the motion and divides and distributes it 

among the working machines. These two first parts of the 
whole mechanism are there solely for putting the working 
machines in motion 

Province of Manual Labour and Machinery. 

What kinds of work are done by machines} 

Work which is too heavy to he performed by manual 
strength, work for which human limbs are not delicate enough 
or untiring enough or accurate enough — these sorts of work 
will be gradually taken over by machinery from the province 
of manual labour. When work has been reduced to a number 
of routine operations, each operation being required to be 
repeated in exactly the same way again and again, then each 
such operation is at the stage when manual labour will be 
soon supplanted by machinery. The reason is clear ; 
performs joutine pj)erajton^ more efficiently and cheaply tjian 
manual labour. . 

Specialization of Labour and Machinery, 

/As industrial organization proceeds, machines become more 
and "more specialized, j Instead of one machine doing different 
kinds of work, we h^e more and more the use of specialized 
machines, each made for one special kind of work. For ex- 
ample, one sawing machine does the rough sawing work, 
another does work which is not so rough, and a third is for the 
finest bits only. 

In modem times we find a great deal of specialization of 
machinery; and of 

machinery leads to large-scale production"; and with the grow- 
ing use and specialization of machinery, there is a larger and 
larger scope for increasing specialization of labour (i.e. division 
of labour of all sorts). The economies resulting from specialized 
labour and machinery have added immensely to the efficiency of 
production. 


Karl Marx— 
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of Machineny-^te advanlagot; 

ISchinery has largely transformed the character of modem 
SiduSkry. It has profoundly affected the efficiency of produc- 
tion, and the scale of modern business, increasing and limiting 
competition, and under certain conditioiis leading to the for- 
mation of Trusts and monopolies* On labour also, its influence 
has been great — machinery has affected in far-reaching fashion 
the quality of labour and life, unemployment and also wages^^ 


The advantages of machinery in connection with (A) in- 
creasing the efficiency of production and (B) improving the 
quality and the position of the labourers are the following: — 


(A) Machinery and its influence on efficiency of production# 

:^'he use of machinery has enormously increased the effici- 
ency of production in almost all modern industries^ 

(*) Machinery by utilising the 

stupendous forces”^? nature (e.g. steam power, electric power, 
etc.) enables man to perform exce^yely heavy kinds of work 
which without the aid of -macEinery would be quite beyond 
the strength of man. For example, heavy hammers weighing 
hundreds of tons and used in the armour-plating industry 
(which makes thick steel plates for protecting battle-ships, etc.) 
and sotne of the metal trades — these can be wielded by man 
only with the help of machinery. Other illustrations of heavy 
work done by machinery will readily occur to the mind of the 
reader. 

(ii) Machinery will do work muchjjgs/gi^than it can be 
done by human labour ; and in this way^uso there will be a 
gain in efficiency. 

(iii) l^MMt^kinds of work. Machinery is not only 

superior to mambal exceedingly heavy tasks 

but also as regards extremdyjdelicate^J^ 


regards /ast work, a modem printing machine will print off 
large newspapers at the rate of 20 miles an hour, and a modern match 
will manufacture a quarter of million matches in one hour. 
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(iv) Machinery works accumte^ly ^ than man ; this 

is because a machine will exactly repeat the same movements 
again and again any number of times, but this even the most 
skilful workman with his hands will sometimes fail to do. 

So as regards work in which mechanical accuracy is essen- 
tial, the use of m^hinery is clearly more advantageous than 
the use of manual' labour ; but where artistic fe eling is required 
in a manufactured product, there of course hand production by 
an artisan with true artistic instinct will be certainly superior 
to the mechanical reproduction of the same pattern by machines. 

(v) The system of int erchcmseab le parts in machinery 
increases the use of machines and thus promotes efJil^CfCCy of 
production. Machines are now often made by machines. In 
such a machine-made machine, each part has a number. A 
man using a machine in a distant rural part, and having a part 
broken can now easily and quickly repair it by telegraphing 
the number of the damaged part to the machine factory in 
the town and getting an exftct interchangeable nart by the next 
train. He has not to ^ndjbe^ whole machine to the town for 
repairs ; and he has not to wait for several days for a mechanic 
to come down to him to repair his machine. 

Such exact interchangeabl e parts of a nmchine can be made 
only Yv manifiql labour ; and this system 

of interciiangeable^arts in machine-made machines by facili- 
tating repairs, etc., has lei^tq an .Mormo^^ increased use of 
machinery and has thus led to a very great increase in indiist rial 
efficiency. 

[Hobson (Evolution of Modern Capitalism, Ch. IV) states 
the effect of machinery on efficiency of production thus 
“Machinery can only aid man by increasing the motive poiver 
at his disposal. 

* As regards the high accuracy and delicacy of machine-made 

machines, reference may be made to precision balances which will 

detect an error of one part in 250,000,000 of a 500 gramme weight. Of 
course the heat of an observer’s body, if he were near at hand, would 

disturb the equilibrium the finest modern engineering work requires 

gauges true to a teiuthousandth of an inch, which must be read on 
occasion by a micrometer reading up to a hundred-thousandth part of 
an inch, i.e,, to a two-hundredth part of the diameter of the human 
hair.” Marshall— /wdiisfty and Trade, 
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(1) Machinery enables forces of man or nature to be more 
effectively applied by various mechanical contrivances com- 
posed of levers, pulleys, wedges, screws, etc. 

(2) Machinery enables man to obtain the use of various 
motor forces, outside his body — ^wind, water, steam, electricity, 
chemical action, etc. 

Thus, by the provision of new productive forces, and by the 
more economical application of all productive forces, machi- 
nery improves the industrial arts/'] 

*(B) Majdhinery and its influence on the character and 
intelligence of the labourers and their conditions of work and 
life. 

. We have next to consider the influence of machinery upon 
the quality of labour, the intelligence and character of the 
labourers, their skill, and the intensity, monotony or variety 
of life and labour. • 

The main conclusions appear to be these : — 

I (i) The advocates of ntachinery maintain that (machinery 
f requires men of some intelligence and responsible character to 
I manage it properly ; it thus increases the deman d for intelli- 
g ence and character and thtts improves the qualify^-ofllab^^ 
Many processes in connection with the manufacture of watchiSS 
and other things which were at first carried on by manual 
labour and required great and specialized manual skill, are now 
carried on by machines. In this way niachinery Jias diminished 
the demand for specialized manual skill. S^tmschines have, 
on the other hand, ihcredsed ihe demand for geferal intelligence 
and character. This is because specialized machines are com- 
plicated and very highly priced ; and so the men required for 
attending these machines must be intelligent and with a proper 
sense of responsibility ; such men will generally earn high 
wages. 


highly optimistic view on this question is not sup- 
poried in fuU by Hobaon, Nidiolson and othera— and it is not confirmed 
by recent events and tendencies in Europe, America and Asia. 
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On the other hand, the opponents of machinery maintain 
that the system of machine industry (a) destroys the old a^rtistjc 
handicrafts of the people ruining the ariisitc side of the national 
characters, (b) also brings about the physical and moral dcgrada* 
tion of the labourers and their women and children and 
intellectual desolation by the mechanical work in the factory 
and by the crowding of immense numbers of labourers under 
unhealthy moral and physical conditions in huge, ugly factory 
towns. (Refer to pages 226 — 231). 

(ii) Machinery has helped to improve substantially the 
lot of the labourers by reducing the strain on their muscles. I 
Formerly many operations (e.g. sawing and planing of wood 
for carpenter's work, dressing of stones for building purposes^ 
etc.) had to be done by human muscles, and the work being 
of arduous character, the strain on human muscles was exces- 
sive ; now these operations are performed in industrially 
advanced countries (e.g. England, France, etc.) by machines 
and in this way the undue, strain .on hum^.OTi^tes has . been 
substantially remove^ 

Some competent observers (e.g. Hobson and Nicholson 
and others) maintain that machinery in many cases, while dimu 
nishing the output of merely muscular activity, has increased 
the intensity of the work and of the strain. 

(in) ^Machines dimini sh the m onotony of work.\' , 

(a) An important advantage in connection with the use' 
of machinery is that machinery is constantly taking over uni^\ 
form and monotonous work from the province of manual labour, 1 
— work which is uniform and monotonous can be done cheaper 
by machines than by manual labour. The labourer attending 
to the machine has only to supply the material and to take 
away the finished work and also to see that the machine is 
working properly and is not out of order. This taking over 
of the monotonous parts of the work by machinery obviously 
reduces the monotony of work of the labourers, they having 
now only to do generally those kinds of work which require 
some intelligence and some sense of responsibility and which 
have some variety. 

15 
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i^Machisi^s by decreasing the monotony of work thus help 
to the worker. 

(b) Machines reduce 

The advocates of machinery also maintain that the mono- 
tony of life among labourers is reduced by machinery and this 
also is a gain of very considerable magnitude, '' In a factory 
where the labourers work with the aid of machinery, often 
the physical strain on the labourers is not great, — so his mental 
faculties remain alert, and the social surroundings in and out of 
the factory stimulate varied intellectual activity and a capacity 
for political and social organization. 

(iv) Machinery has diminished the barriers between 
a^erent industries, and in this way it lidPhietped labdiZrers "' 

^^in^fSer 'lime^T:l^e^^^cuity In passing from one trade to 
another was great ; but now the machines used in one trade 
are generally very similar to the machines used in two or three 
or more other trades. As Prof. ♦ Marshall points out, the 
machines used in a watch factory are not different in character 
from the machines in a gun-making factory or sewing-machine 
factory or a factory for making textile machinery. The result 
is that if there is a diminished demand for labour in one of these 
industries, some labourers in that industry will be able to pass 
with comparative ease from that industry to the other industry 
where similar machines are used and where there is more 
demand for labour. 


(C) Machinery t in relation to unemployment, wages 
and moral and kicial life in industrial towni. 

The introduction of the use of machinery on a considerable 
scale has been looked upon with great disfavour by a large 

* ‘‘Machinery like every tiling else can only teach what it practises. 
Order, exactitude, persistence, conformity to unbending law—these are 

the lessons which must emanate from the machine The defence 

of machinery, from the educative point of view, is its absolute conser- 
vatism Variety is of the essence of life, and machinery is 

enemy of variety,*' (Hobson — EvohiHon of Modern Capitalism, 
Ch. XIII.) 

t The views of Karl Marx, the great socialist leader of the i^fth 
centhry and of Mahatma Gandhi, the great leader of the Indian 
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proportion of the working classes in Europe since the Industrial 
Revolution. Great teachers like Carlyle, Ruskin and Morris 
liave also attacked machinery production chiefly in connection 
with the incidental social and moral evils in large industrial 
towns. And this side of machinery economy has already 
attracted considerable attention in India. 


Non-co-operation Movement, on the subject of machinery are of great 
interest in view of the rapid progress of socialist ideas in Pyurope and 
America and wide-spread propaganda on belialf of the Non-co-operation 
Movement in India, 

Karl Marx says **Since handicraft skill is the foundation of manu- 
facture, capital (in the early stages of capitalist production 

before the introduction of much machinery) is constantly compelled 
to wrestle with tlie insubordination of the workmen. 

The workshop, the product of tlie division of labour in manu- 
factures, produced in its turn machines. It is they that sweep away the 
handicraftsman's work as the regulating principle of social production. 

John Stuart Mill says in his Principles of Political Economy, 

**Tt is questionable if all the mechanical inventions yet made have 
lightened the day's toil of axly human being." That is, however, by 
no means the aim of the capitalistic application • of machinery, hike 
every other increase in the productiveness of labc^ur, machinery is 
intended to cheapen commodities, and by shortening that portion of 
the working day, in which the labourer works for himself, to lengthen 
the other portion that he gives, without an equivalent, to the capitalist. 

The machine which is the starting-point of the industrial re- 
volution, supersedes the workman who handles a single tool, by a 
mechanism operating with a number of tools. 

Modern Industry had to take in hand the machine, its characteristic 
instrument of production, and to construct machines by machines. It 
was not till it did this, that it built up for itself a fitting technical 
foundation, and stood on its own feet. 

Ill so far as machinery dispenses with muscular power, it becomes 
a means of employing labourers of slight muwscular strength, and those 
whose bodily development is incomplete, but whose limbs are all the 
more supple. The labour of women and children was, therefore, the 

first thin^ sought for by capitalists who used machinery Machinery, 

by throwing every member of that family on to the labour market, 
spreads the value of man's labour power over his whole family. It thus 

depreciates his labour-power Previously, the workman sold his own 

labour-power, which he disposed of nominally as a free agent. Now he 
sells wife and child. 

The moral degradation caused by the capitalist exploitation 

of women and children the intellectual desolation artificially produced 

by converting immature human beings into mere machines for the 

fabrication of surplus-value this desolation finally compelled even 

the English Parliament to make elementary education a compulsory 
-condition. 

The immoderate lengthening of the working day, produced by 

machinery in the hands of capital, Teads^ to a reaction on the part m 
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(i) First let tts take uP the question of unet^ loymeni. 

(i)CThe use of a new machine in an industry displaces- 
some jalyur ers ; and the machine diminishes the cost oFfiro-^ 
^duction and the price of the commodity, and this in many 
"cases leads to increased sales of the commodity and the employ- 
ment of labour “and often the labourers who have been dis- 
placed by machinery in one industry, will get employment not 

society, the very sources of whose life are menaced; and thence, to 
a normal working day whose length is fixed by law. Thenceforth, a 
phenomenon that we have already met with, namely, the intensification 

of labour, develops into great importance This is effected in two 

ways : by increasing the speed of the machinery, and by giving the 
workman more machinery to tend. 

In handicrafts and manufacture, the workman makes use of a tool, 
in a factory the machine makes use of him. 

The instrument of labour, when it takes the form of a machine, 

immediately becomes x competitor of the workman himself When 

machinery seizes on an industry by degrees, it produces chronic misery 
among the operatives who compete w'it4i it. When the transition is 
rapid, the effect is acute and felt by ^reat masses. History disclosed 
no tragedy more horrible than tfie gradual extinction of the English 
handloom weavers, an extinction that was spread over several decades, 

and finally sealed in 1838 the English cotton machinery produced 

an acute effect in India. The Governor-General reported in 1834-35 
**The misery hardly finds a parallel in the history of commerce. The 
bones of the cotton-weavers are bleaching the plains of India.** 

The making of the new machinery (i.e. carpet-making machi- 
nery) affords employment to a greater number of mechanics, but can 
that be called compensation to the carpet-makers thrown on the streets ? 
At the best, its construction employs fewer men than its employment 
displaces.” 

It would be possible to write quite a history of the inventions 

of machinery, made since 1830, for the sole purpose of supplying capital 
with weapons against the revolts of the working-class. 

Finally Marx makes it clear that he objects to capitalist employ- 
ment of machinery in the interest of the capitalist class and not to 
machinery itself. “Since therefore machinery considered alone, shortens 
the hours of labour, but, when, in the service of capital, lengthens 
them; since in itself it lightens labour, but when employed by capital 
heightens the intensity of labour; since in itself it is a victory of man 
over the forces of Nature, but in the hands of capital, makes man 
the slave of these forces” he does not object to the use of machinery 
under proper conditions and he fully recognises that the modern age 
is the age of machinery and that the use of machinery under proper 
conditions immensely adds to the efficiency of national production and 
greatly adds to the national welfare. 

Hilahatma Gandhi (partly following Tolstoy and others) seems to 
think that the use of machinery under proper conditions is impossible^ 
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in the same industry but in other industries. The community 
^aves money through the fall in the price of the commodity 
brought about by the use of machinery. And it uses this 
money to buy more of other commodities, and thus provides 
•employment in other industries for the displaced labour. \ 

This is however no t alwa ys the. case. 

For example, the rapid introduction of machinery and also 
of foreign machine-made goods have thrown millions of Indian 
weavers and others engaged in handicrafts and cottage indus- 
tries out of employment — ^hundreds of thousands of them have 


and that machinery always leads to evils and abuses, and so he advises 
India to reject machinery and to go back to the old system of handU 
^crafts and cottage industries; in his opinion, the old system means 
less wealth for the nation but more welfare, the old system provides 
better physical, moral and social conditions for the mass of the workers 
than the modem system. To quote his own words in Young India: 

''Machinery is the chief symbol of modern civilisation; it represents 
a great sin. Machinery has bfgun to desolate Europe. 

“The workers in the mills of Bombay have become slaves. Th^ 

condition of the women working in the mills is shocking It may 

be considered a heresy, but I am bound to say that it were better for 
US to send money to Manchester and to use flimsy Manchester cloth 
than to multiply mills in India. By using Manchester cloth, we would 
only waste our money, but by reproduiSng Manchester in India, we 
shall keep our money at the price of our blood, because our very moral 
being will be sapped. 

“As long as we cannot make pins without machinery, so long we 
will do without them. The tinsel splendour of glass-ware we will have 
nothing to do with, and we will make wicks, as of old, with home- 
grown cotton, and use hand-made earthen saucers for Inmps. So doing 
we shall have our eyes and money, and will support Swadeshi, and so 
shall w'e attain Home Rule.“ 

Our conclusion is this : 

As a matter of fact there is nothing inherently immoral in a 
machine. Hand tools aid man in production ; so also do machines only 
on a larger scale and with immensely increased efficiency. The abuse 
of machinery comes from unhealthy social conditions which help the 
few rich to exploit the many poor and the use of hand tbols may be 
similarly abused—a capitalist employer may exploit a large number of 
poor labourers working with hand tools as in the Indian shawl industry. 
And Mahatma Gandhi with his infinite pity for the suffering labourers 
in Indian mills and mines forgets that the present conditions need not 
be permanent. For the world has seen the abolition of slavery; and 
with the growth of social conscience and developing democrary, the 
world will yet see the abolition of the abuses associated with the modem 
machinery system and perhaps at no very distant date. 
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perished, immense numbers have been driven to inefficient 
agriculture or to the ranks of unskilled labour. The many 
millions of labourers who have been thus thrown out of employ- 
ment have not been absorbed into the few new industries 
employing machinery started in India. 

(Refer to page 266). 


(ii) Then as regards wages. 

Machinery by increasing the productivity of industry has 
in many^Hses raised wages. Statistical and other indications 
show that generally The highly skilled and highly waged 
workers have gained most, and the lowest classes of workers 
have gained the least. 

But the use of machinery leads to this serious* evil — 
machinery in many industries has an increasing tendency to 
replace the skill of the skilled worker, and the displaced skilled 
w^o'fkef'“has to accept lower wages and a lower standard of life 
for himself and his family lii" some other occupation where his 
former skill is of little use. This is a great evil for the indivi- 
dual worker and his family and also for society as a whole. 

(iii) Machinery and lif^e in industrial towns. 

Some people also look with a certain amount of distrust 
upon the increasing use of machinery because they think that 
machinery production involves the crowding of large numbers 
of labourers under unhealthy physical and moral conditions in 
huge, ugly smoky industrial towns. 

(With reference to this objection to the increasing use of 
machinery, it may be pointed out here that the unhealthy 
physical and moral conditions of manufacturing towns are re- 


* Prof. Marshall, a great advocate of machinery and cf the modern 
industrial organization, has to admit this evil result of machines that 

supplant fine skilled handiwork : “ket us return to the increasing 
tendency of machinery to supplant the skilled hand ; which is greatly 
increasing man's power over nature, and his material wealth, though 
it is not an unmixed benefit from the social point of view. In fact if 
all the world were a single people, with one purpose and that the 
highest, it might be well to put some check on this rapid superSessiort 
of human skill; even at the expense of delaying the increase of material 
oomfo/ts and luxuries.** 
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moveable and have been already removed in a substantial 
measure in the industrially advanced countries of the world- 
Modern town-planning schemes also give us the hope that in- 
dustrial towns can be made beautiful and satisfying from the 
aesthetic standpoint). 

Conclusion. 

Machinery increases very greatly man^s command over 
Nature, it makes water-power, steam, electricity, etc., devoted 
servants of man — and so machinery has enormous advantages, 
it (i) has immensely increased the effia’ejcy of production in all 
industries, (ii) has often benefited consumers by reducing, prices^ 
and (iii) has also relieved the strain on the muscles of the labour- 
ers (though how far as yet it has helped the labourers in other 
respects is a matter hotly disputed between the defenders of 
the present capitalistic system and their socialist and other 
critics and opponents). 

Cj'he disadvantages of the use of machinery are due not to 
machinery itself but chiefly to the abuse of machinery by the 
capitalist and employing classes for the exploitation of labou^ 
— and these disadvantages relate to (i) the intensificatipn of 
la bour an d strain (of this we have extraordinary 'TeveTatio^^ in 
"IPpStTSihclmr^^^ famous novel, The Jungle), (ii) the exploitation 
of the labour o f wome n^ a^nd .children, (iii) unfair attempts to 
fm-cg^own wages and conditions of employment ; (iv) un- . 
heal thy physical and moral and social conditions in the l^rge 
inddSr||d[jb^^ disadvantages are removeahle and they 

can be r emoved ^ pa rtly by suitable^Jljn^^^ made by government, . 
pari3!y by p u^lr^ j ^^ standards of social conduct 

among fliV iSm niunil^ — but they cannot be wholly removed 
except, perhaps by some rcconstructioii of the modern economic 
organisation of society which will secure for the labouring 
classesTiot only higher incomes and better conditions of employ- 
ment but also an effective share in the control and organisation 
of industry. (Refer to Guild Socialism, etc., in Part II.) 

In countries like India in a stage of industrial transition 
and rapidly passing from the old to the new industrial organiza- 
tion, the introduction of machinery has caused unem ploymen t 
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and the supplanting of fine skilled hand-work on a vast scale 
among the millions engaged in the Tiandfcfafts — and suitable 
handicrafts should be preserved and developed, and for other 
handicrafts a period of transition should be arranged (Refer to 
pages 266 — 269). 

Also it is desirable that whenever possible workers in 
agriculture and manufactures (in addition to the ordinary 
small-scale producer) should be encouraged by co-operative 
organization, etc., to use machinery — ^the workers w^orking for 
themselves and not for masters will be able to extract the 
maximum advantages from the use of machinery, if the other 
conditions are not unfavourable. 

Always we are to remember that machinery is for man (i.e. 
for increasing the sum total of human welfare) and not man 
for machinery to be used as an appendage of the machine for 
the benefit of a few capitalists and employers — and man is not 
a machine himself, he is not a means to an end like a machine, 
but he (i.c, each labourer) has a personality and is an end in 
himself. 

Industrial Organisation (continued). Divuion of Labour. 

What M Division of Labour ? 

il^n a very early stage of society, among primitive barbarians, 
there is little or no division of labour. Each man has to per- 
form all kinds of labour, he has to produce his own food, he has 
to hunt animals and catch fish for his own use, he has to make 
his own clothing, his bows and arrows and even his own 
thatched hut — he is hunter, fisherman, clothier, carpenter and 
builder, all in one. With the development of division of labour 
in a community, some men become farmers, some fishermen, 
some shoemakers, others clothiers and some carpenters, etc. 

And the greater the industrial development of a society, 
the greater will be the organization of tahou^ and of other 
agents of production in that society. In the nlost progressive 
countries of the present day, under machine production, organi- 
zation and division of lateur have been carried to a very high 
degree of development. ^For example in industrially backward 
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India, the village shoemaker himself: in 

progressive America, the making oF a IHto in ^ig c to ry is re duced 
to 8o different operations, each performed by a separate labourer. 
This is division of labour as modern business men understand 
it. And the greater th e divuion of l abour^ the greater is the 
e^ciency of production, other thing^^T^ 

The Conditions of Division of Labour — Ine conditions 
under which economies in production can be secured from 
division of labour are given below. 

I. The extent of division of labour depends upon the 
extent of the market. To have division of labour on a consider- 
able scale an employer must employ many labourers, and he 
■oan afford to employ a large number of labourers only if he 
produces commodities on a large scale for a large market. 

II. Division of labour depends not only upon large-scale 
production for a large market, it also depends upon continuous 
production. If work is not continuous, if it is occasional, the 
worker will be compelled not to confine himself to that single 
‘Occupation. Having only intermittent work in that occupation 
he will have to find employment for himself now and then in 
other occupations as well — and thus there will not be complete 
division of labour. 

One reason as to why there is more scope for division of 
labour in the manufacturing industry than in the agricultural 
industry is that work is more continuous in manufactures than 
in agriculture. 

To secure the greatest amount of economy from division of 
labour, each labouier must be engaged continuously in a narrow 
range of work ; and the work must be of such a character that 
the differeijt pieces of work done by him should call forth his 
utmost skill and energy, it should be such work as his ability 
and training qualify him to do well, and also he must be suitalJly 
provided with machinery and other appliances for work. 


^Advantases of Division of Labour. 

vDivision of labour immensely increases the productive power 
'of labour — other things being equal, the greater the division 


* For Adam Smith’s classical example of division of labour from the 
itrade of the pin-maker, see The Wealth of Nations, Book I, Chapter I. 
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of labour the more efficient will be the production of wealtl^ 
The efficiency of production is increased in the following ways : 

I. A gain in adaptation giving each worker work suited to- 
his physical strength and skill, intelligence, education and 
character — and thus making him^ do his best in the production 
of wealth. 

/Division of labour makes it possible to divide labourers 
(ni^ women and children), into several classes according to- 
differences in physical strength, intelligence, education, energy^ 
resourcefulness, etc., and to give each worker a task suited tO' 
his or^^ her individual capacity. In this way the waste which 
would result (a) frotii” making strong men work at tasks which 
require little strength and (b) from making highly intelligent 
and educated men do work wdiich can be performed by com- 
paratively uneducated men with little or no intelligence at all — 
th ^^ iiy;as te.is. ayo^ed Taking an extreme case we may say that 
without division of labour a f^eat itSc sman "”will have not only 
to do intellectual work relating to th& highest political interests 
of his country, he will also have to be his own typist, his own 
clerk, he will have to sweep his own floor and cook his own 
food, — and of course this would be extremely wasteful. This, 
kind of is avoided by division of .labqut^ 

Division of labour thus secures a gain in adaptation by 
finding for each worker work suited to his physical and mental 
capacity. 

II. Pf through constant 

practice. 

"" "tJnder the system of division of labour, constant practice 
in one operation, in one kind of work increases dexterity in 
that sort of work — ‘‘grgcticejtnatk^^ 

When there is division of labour, one man does only carpen- 
tering work and by constant practice becomes a good carpenter, 
another man is a weaver and by constant practice becomes 
a good and skilful weaver, etc. ; where there is no division of 
labour, a man has to do different kinds of work and is equally 
unskijful in all these kinds of work!!^ 

This gain. in skill is a very important advantage springing: 
frotn^ division of labour. 
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III. ^ gain or saving in time^ This comes about chiefly 
in two w^s : 

(i) pjytsion of labour shortens the period of apprenticeship. 

This is becatise each worker has to learn only one occupa- 
tion and not many occupations ; and again under the system 
of detailed division of labour in connection with modern machine 
production in factories, he has to learn only one single opeiation 
of the many operations required in a single occupation (e.g. 
the shoe-making industry or the pin-making industry, etc.) 

(ii) /Time is also saved as the workman being engaged 
in one oI)eration only does not lose the lime which is usually 
lost in passing from one operation to another ."I 

IV. Econ omy oL. imiilcni ents and of capital — fcivcr tools 
and implements are required, and each implement is effectively 
utilised. This is because each workman under the system of 
division of labour being engaged only in one operation requires 
a smaller number of instruments than he would require if he 
were engaged in many different operations re(iuiring the use of 
different sets of tools. And each workman using one vSet of 
tools only keeps it employed the whole time he is working ; 
whereas a workman performing several operations will have 
several sets of tools and while he is working with one set, the 
other sets of tools and capital invested in them will be lying 
idle. 

V. Q)ivision of labour leads to increasing usje of nm c h in cry.^ 

Division of labour involves the division of the work of 
production into a number of simple and almost mechanical 
operations, many of which can be done by machines ; the result 
is that machinery comes to be substituted for human labour to 
an increasing extent, and this leads to greater efficiency of pro- 
duction. 

VI. ^Division of labour favours the progress of invention^ 

The industrial process being divided under this system 

and being split up into several simple operations, it is easy for 
inventors to see as regards each operation where an improve- 
ment is possible and in this way.^ inventions are facilitated. 
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Again the workman performing only a single operation 
often finds out ways in which his instruments can be improved 
— ^indeed a large proportion of modem inventions of machinery,*** 
etc., has been made by workmen. 

Adam Smith on Division of Labour. 

On the subject of division of labour, Adam Smith’s well-known 
remarks are quoted below. ‘‘This great increase in the quantity of 
work, which in consequence of the division of labour, the same number 
of people are capable of performing, is owing to three different circum- 
stances; first, to the increase of dexterity in every particular workman; 
secondly to the saving of the time which is commonly lost in passing 
from one species of work to another; and lastly to the invention of a 
great number of machines w'hich facilitate and abridge labour, and 
enable one man to do the work of many.” {The Wealth of Nations, 
Bk. I., Ch. I). 

The gain in adaptation from division of labour is not mentioned 
by Adam Smith. It ir noticed by Babbage and Mill (Mill’s Principles, 
Bk. I., Ch. VIII). 

tDiifdvuntages of Divisibn of Labour. 

Economic writers point out certain disadvantages attaching 
to division of labour ; and some of these disadvantages are of 
a serious character. 

* Hobson points out that history refutes the heroic theory of inven- 
tion — that of an idea flashing suddenly from the brain of a single 
genius and effecting a rapid revolution in a trade. “The present 
spinning machinery which we now use is supposed to be a compound 
of about eight hundred inventions. The present carding machinery 
is a compound of about sixty patents.” 

fDuadvantages of Division of Labour. 

Adam Smith (The Wealth of Nations, Book V., Chapter I.) remarks 
..“The understandings of the greater part of men are of necessity formed 
by their ordinary employments. The man whose whole life is spent in 

performing a few simple operations has no occasion to exert his 

understanding He generally becomes as stupid and ignorant as it 

is possible for a human creature to become His dexterity at his 

own particular trade seems in this manner to he acquired at the expense 
of his intellectual, social and martial virtues ** — and for preventing this 
deterioration of the mass of the people by division of labour, Adam 
Smith rightly recommends education of the people by the state. 

The socialist thinker, Karl Marx, is even more emphatic on this 
poinf. He declares “Some crippling of body and mind is inseparable 
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I. The workman often the level of a machine. 

The development of the character and capacity of the work^ 
man is hampered by extreme sPedalizati on. Present-day divi- 
sion of labour involves extreme specialization of work ; and 
specialization is narrowing. A man performs the same simple 
operation all day long and tends to have his mental outlook 
narrowed ; he becomes almost a machine. ' 

(As against this objection, it may be pointed out that tlie use 
of machinery in a factory makes the labour of the worker less exhaust- 
ing from the physical point of view and also perhaps less stupefying 
generally than in the ordinary handicrafts where work is much less 
specialized. The hours of work in a factory arc limited. This gives 
the workers leisure for enlarging their intellectual and artistic outlook; 
and the large opportunities for social intercourse and interchange of 
ideas among the intelligent high grade labourers in the factory may 
prevent any narrowing effect which specialization might otherwise have 
produced) . 

Education of the labourers is a suitable and powerful in- 
fluence for checking the narrowing effects of division of labour. 


II. Unemployment. 

(a) ^Partial displacement of men by women and children. 

The labour of women and children is generally cheaper to 
the employer than the labour of men ; and it has been pointed 
out that division of labour by simi^lifying operations and making 
tasks easy has to some extent made possible the replacement 
of men by women and children. Many men have been thus 
deprived of their employment^ 


even from division of labour in society as a whole. Since, however, 
manufacture carries this social separation of branches of labour much 
further, and also, by its peculiar division, attacks the individual at tha 
very roots of his lire, it is the first to afford the materials for, and to 
give a start to, industrial pathology. 

Division of labour in the capitalist workshop converts the labourer 
into a crippled monstrosity, by forcing his detail dexterity at the expense 
of a world of productive capabilities and instincts. 

it (i.e. division of labour in the capitalist workshop) adapts 

the detail operations to the various degrees of maturity, strength, and 
development of the living instruments of labour, thus conducing to the 
exploitation of ivonten and children. 


—Karl Marx, Capital . , 



238 OUTLINES OF ECONOMICS 

(b) Th$ ,e:)(itreme dependence of the individual workman 
upon one sQri of work also increases the danger of unemploy- 
ment- 

Division of labour makes each workman specialize in one 
operation, and he often becomes incapable of doing any sort 
of work beyond the kind which he is accust9med to do. And 
if the demand for a particular sort of work done by that work- 
man falls off on account of any reason ie,g. a change in fashion 
or some new inventions), then the workman becomes absolutely 
helpless as he cannot do other sorts of work. 

(IMarshall however points out that modern machinery by increasing 
the demand for general intelligence and by weakening the barrier 
between different trades is making it comparatively easy for a work- 
man to pass from one trade to another; modern machinery is thus 
lessening the evil of the excessive dependence of the woriter upon the 
sort of work usually done by him. This is a gain of very great value, 
one of high significance in relation to the future of the working 
classes) . 

Conclusion. 

.MMmW III'''*' \ 

^ Division of labour (as already noted) has conferred very 
great benefits on society, it is of fundamental importance in 
improving the efficiency of production in a country. The system 
of division of labour may be abused by the capitalist and employ- 
ing classes for the exploitation of labour and then it has serious 
disadvantages relating to (a) the degradation of the labouier 
to the level of a machine, (b) the exploitation of women and 
children and (c) also unemployment. 

We must always remember that the system is for man and 

not man for the system the system of division of labour 

should be so used as to secure the maximum welfare of the 
people of the country as a whole ; worker's co-operative organi- 
sations for production under conditions economically sound will 
be of great help in this direction ; and even under the modern 
capitalistic system, labourers working under capitalist employ- 
ers may escape to an important extent from the dangers of 
degradation to the level of a machine by education which will 
develop their moral and intellectual faculties. Ample provision 
for education (general and also technical) is the best remedy 
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against any narrowing and degrading effect of division of labour 
and it is also the best insurance against unemployment and the 
greatest guarantee for national industrial development. 

*A brief history of the Organization of Labour. 

(i) First stage — division of labour according to sex. 

The earliest form of division of labour is division of labour accord- 
ing to sex. In primitive societies, man performs what he regards to be 
the higher forme of work, e.g. fighting, hunting, leaving to woman the 
drudgery of the household and also in some cases the labour of cultivat- 
ing the land. 


* “If we keep labour alone in view, we may designate the separation 
of social production into its main divisions or genera — viz. agriculture, 
mdustries, etc., as division of labour in general, and the splitting up 
of these families into species and sub-species, as division of labour in 
particular, and the division of labour vnthin the icorkshop as division 
of labour in singular or in detail. 

“While division of labour*in society at large, whether such division 
be brought about or not by exchange of commodities, is common to 
'economical formations of society, the most diverse division of labour 
in the workshop, as practised by manufacture, is a special creation of 
the capitalist mode of production alone.*' 

Marx contrasts — 

(1) society with capitalist production and having anarchy in the 
social division of lal>our and despotism in the workshop ; 

(2) and earlier fornns of society in which the separation of trades 
is spontaneously developed ; 

and in connection with these earlier forms of society, Marx refers 
sympathetically to the old village communities of India and the division 
of labour in them under which the worker worked independently for 
himself and not for a capitalist master. '‘These small and extremely 
ancient, Indian cormnunities, some of which have continued down to 
this day, are based on possession in common of the land, on the blend- 
ing of agriculture and handicrafts, and on an unalterable division of 
labour, which serves, whenever a new community is started, as a plan 
and scheme ready-cut and dried The constitution of these com- 

munities varies in different parts of India. In those of the simplest 
form, the land is tilled in common and the produce is divided among 
the members. At the same time spinning and weaving are carried on 
in each family as subsidiary industries. Side bv side with the masses 
thus occupied with one and the same work, we find the chief inhabitant 
who is judge, police and tax-gatherer in one ; the book-keeper (or village 
accountant), a smith and carpenter, who make and repair all the 
agricultural implements; the potter who makes all the pottery of the 
village, the barber, the washerman who washes clothes, the silversmith, 

here and there the poet, in others the ©choohnaster. 

( 
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(<i) Second stage— differentiation into separate trades. 

The earliest advance is made when division of labour takes the form 
of differentiation into separate trades. A man at this stage ceases to- 
produce by his own labour all things he requires, the different things 
required by a man are now produced by many men engaged in different 
trades, e.g. the trades of the weaver, the fisherman, the smith, the 
carpenter and so on. 

The caste system in countries where it prevails develops in connec- 
tion with this stage in the history of division of labour. Under the 
guild system, the differentiation into trades iwS carried to a very great 
length. 

{Hi) Third stage— the manufacturing system and the establishment 
of factory industries. 

Under this system, the work done by labour as regards the produc- 
tion of any commodity (a pin, a needle, etc.) is split up into a number 
of simple operations, each operation being performed by a separate 
worker, e.g. the manufacture of pins under the factory system and 
machine production is divided into i8 or more distinct processes, each 
done by a worker in that p..ocess and who does nothing else. 

In a factory the liianufacture of a boot or a watch is divided into 
fifty or hundred operations each operatiorf being performed by a separate 
workman. 

(iv) Fourth stage — the so-called territorial or international division 
of labour. 

With the development of transport facilities and the consequent 
development of international trade, division of labour is becoming 
international in the sense that each nation is devoting itself more and 
more to the production of commodities for which it is best suited by 
its climate, the industrial aptitudes of its people and its natural re- 
sources. England produces coal and cotton goods, Australia produces 
wool, India jute, cotton, tea, oil seeds, France silk and wine, etc. 

Prof. Gide is of opinion that the expression ‘division of labour’ 
should be applied strictly to the third case, i.e. the division of labour 
in a factory. 


The whole mechanism discloses a systematic division of labour; 

“'J'he law that regulates the division of labour in the community 
acts with the irresistible authority of a law of Nature, at the same 
time that each individual artificer, the smith, the carpenter and so on,, 
conducts in his xvorhshop all the operations of his handicraft in the 
traditional way, but independently and without recognising any authority 
over him. The simplicity of the organisation for production in these 

self-sufficing communities this simplicity supplies the key to the 

secret of the unchangeableness of Asiatic societies, an unchangeableness 
in such striking contrast wdth the constant dissolution and refoun4ing 
of Asiatic states and the never-ceasing changes of dynasty. The struc- 
ture of the economic elements of society remains untouched by the 
storm-clouds of the political sky.'* Karl Marx — Capital. 
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It would be better to call ditferentiation into separate trades 
specialisation of labour rather than division of labour; and the so*called. 
international division of labour is really the localization of labour and 
industry and nothing else. 

Simple and Complex Division of Labour. 

Some economic writers distinguish between — 

(a) Simple division of labour, i.e. the division of occupations. 

We have this in the different occupations of a society, e.g. the 
occupation of the smith, that of the shoemaker, the carpenter, the 
mason, the doctor, the lawyer, etc. Here each workman carries through 
the whole of one of the stages in production. 

It may be generally ix)inted out that the chief advantages resulting 
from division of lalx)ur in the sense of division of occupations are — 

(i) Adaptation to aptitude. 

<ii) Continuity. 

(iii) Dexterity. 

(b) Complex division of labour (or division of labour proper) involve 
ing the subdivision of occupations. 

The subdivision of the work of the shoemaker into £ifty or hundred 
operations performed in a factory by distinct sets of workmen is a good 
illustration of this. 

The difference between the simple and more complex division of 
labour is essentially one of degree. 


Geographical Division of Labour (Localization of 
Industry.) 

Geographical division of labour results from the strong tendency 
towards developing an industry in that place where the natural advant- 
ages for that industry are the greatest. England imports food and 
raw materials from countries which Ixave greater natural advantages 
for producing these things than England; and exports manufactures 
for which she has greater aptitudes and advantages. Within the same 
country again, one industry is localized in one locality, another industry 
is localized in another locality and so on; and this is called territorial 
division of labour or localization of industry. 

The gains from the geographical division of labour are chiefly of 
two kinds: 

(i) In part they arise from the adaptation of different parts of the 
world to the production of different articles. The tropical countries 
are* adapted for the production of tropical products like coffee, spices^ 
tropical fruits etc. and the temperate countries are specially suitable 
for producing wheat and other kinds of corn etc. 
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(ii) And in part from the increased efficiency which is the result 
of exclusive application to one task. 

The subject of localization of industry is more fully discussed in 
the next chapter. 


INDUSTRIAL ORGANIZATION. MACHINERY AND 
DIVISION OF LABOUR. 

Summary. 

Industrial organization increases industrial efficiency. 

The problems of industrial organization relate chiefly to^ (i) machinery 
and division of labourj (2) geographical division of labour and localization 
of industry, (3) large-scale and small-scale production, and (4) control 
of business. 

Machinery. 

The modern system is essentially the system of machine industry. 

(A) Efficiency of production. 

Machinery has immensely increased the ef^ciency of production in 
almost all modem industries (i) in hea\y arduous tasks, (ii) in delicate 
kinds of work, (iii) by working faster than man and (iv) by working 
more accurately than man. The system of interchangeable parts in 
machinery has increased the use of machines and thus the efiicfency of 
production. 

(B) The quality and condition of labour. 

/ Machinery increases (i) the demand for general intelligence and 
character in some respects, (ii) reduces the strain on the muscles of the 
labourers, (iii) often diminishes their monotony of life, (iv) often reduces 
their monotony of work and (v) has in some respects diminished the 
barriers between different industries. 

Diyision of Labour. 

Division of l^abour is perfected with the development of industrial 
organization ; and it is more and more adjusted to the growing speciali- 
zation of machinery. 

Advantages, 

Division of labour increases the efiiciency of production through 
(i) a gain in adaptation, (ii) a gain in skill, (iii) a gain or saving in 
time, (iv) economy of implements and capital, (v) the stimulus given 
to invention and (vi) the increasing use of machinery. 
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Disadvantages. 

Extreme specialization of labour {a) often reduces the workman 
to the level of a machine and (b) increases the danger of unemployment 
— and the remedy is universal education. 

QUESTIONS. 

1. Indicate after Herbert Spencer the relation between organization 
and efladency. 

What are the chief problems of industrial organization ? 

2. Define a machine. Point out the respective provinces of manual 
labour and machinery. 

3. Give a brief summary of the influence of machinery in modern 
industries. (A. U. 1897). 

4. (a) Discuss the influence exerted by the introduction of machines 
on the efficiency of production as well as on the quality of human life. 
Illustrate your remarks with special reference to Indian Factory Dabour. 
(A. U. 1908). 

or 

Examine the industrial effects of the growth of machinery explain- 
ing how it has affected the social and economic condition of the working 
classes. (C. U. 1911). 

Examine the effects of machinery on labour, and discuss whether 
the progress of mechanical invention is injurious to the labouring 
classes. (C. U, 1920). 

5. (a) What is Division of Labour? What are the conditions for 
its existence and expansion? 

(b) Examine the advantages of Division of Labour. Weigh against 
them the disadvantages if any. (A. U. 1899, C. U. 1916). 

6. Write notes on : — 

Simple and complex division of labour; and geographical division 
of labour. , 


' CHAPTER VII. 

INDUSTRIAL ORGANIZATION (continued). 
Loca liiation of Industries. 

What is Localization 7 

;^he concentration of a particular industry in a particular 
region is known as the Localization of Industrs^, ( It is a^ 
qft ^U Territorial Division of labour). " 
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If many firms engaged in one industry are situated in one 
locality, the industry is said to be Idealized in that place. Here 
in India as regards modern large-scale manufactures we have 
the jute-manufacturing industry localized on both banks of the 
Ganges near Calcutta, the cotton-manufacturing industry loca- 
lized largely in Bombay, the large-scale manufacture of iron 
and steel by the Bengal Iron and Steel Company at Kulti and 
the Tata Iron and Steel Company in Jamshedpur, both near the 
Bengal coal area and so on ; and as some examples among the 
old handicrafts of India, we may mention the localization of the 
muslin industry in Dacca, ivoiy-carving in Murshidabad and 
el^where, shawl-making in Kashmir, etc. 

Some prominent instances of localization in other countries 
are the meat-p^c1f|ng industry in Chicago, the cotton-manufac- 
turing industry in Lancashire, the cutlery trade in Sheffield, 
Yorkshire, etc. 


Localization and Industrial Development. 

{Tn primitive societies, there is little or no localization. As 
industrial development goes On, localization becomes more and 
more thorough and complete. The perfecting of the industrial 
organisation depends upon increasing specialization — specializa- 
tion of labour, specialization of machinery and local specializa- 
tion in industry (i.e. the establishment of industries in places 
specially suited to them)J 

With an imperfectly organized industrial system as in India 
at present and in England of the i8th century, there is localiza- 
tion but it is comparatively imperfect and incomplete. Mr. 
Hobson* points out in connection with i8th century England 
“The staple industries, tillage, stock-raising and those connected 
with the supply of the common articles of clothing, furniture, 
fuel and other necessaries were spread over the whole country “ 
—on the whole, there was far less local specialization in indus- 
try than we find fo-day in England and the United States. 


* llobson— The Evolution of Modern CapiiaUsm, 
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Causes and conditions of Localization. 

The localization of an industry in a particular place is due 
to one or more of the following causes : 

/• causes. 

Industrial specialization is brought about to some extent 
by physical condition s, e.g. climate, the character of the soil, 
the vegetaiion it produces, and its mineral wealth, pres^mc^ 
of wat^r-power, etc. The production of a mineral obviously 
tends to be localized in a place where it is most abundant^^and 
can be easily extracted. The jute-manufacturing industry is 
localized in Bengal largely because Bengal has got a monopoly 
of the raw material (jute). Again the climate of certain regions 
is an aid to certain industries, and such industries will have 
a tendency to be worked in such a climate. " 

The physical conditions are important, sometimes all im- 
portant ; but there are also other causes. 

/. Other causes, economic, political Lie. 

(i) Economic conditions, 

(a) ^ Accessibility to market, Localization is also influ- 
enced to an" im^'rfant^'e^^^ by the factor of accessibility to 
markets. An industry gains by being localized in a place from 
which the markets for the products of the industry are easily 
accessible on account of transportation facilities. Other things 
being equal,, the greater the transportation facilities and the 
cheaper the cost of transport, the greater will be the tendency 
of the industry to localize itself in that place. 

(h) Other conditions favourable to localization are (i) 

availability of adequate s tipply {ii) ay ailabM^ ade- 

quai g supply, i ndu^stjy , Also suitalile com- 

mercial conditions. 

[Within recent times, the localization of industries has been 
greatly furthered in England and in India by the improvement 
of communications, and the increased mobility of labour and 
capital.] 
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(a) Political cause s. 

Politic|t!l causes (e.g. deliberate encouragement by a national 
government, the patronage of kings and courts, etc.) often "play 
a part in the establishment of localized industries. Tlfejg^clpth: 
^dustary at NcMCsridi was estajblis hed under of 

Willi^ the Conqueror ; and many industries were,, established 
undS tfce M^tagenet and Tudor Kings of England^ 

In India, not a few localized industries in different parts 
of the country owe their origin to the patronage of Hindu and 
Moslem princes and their courts, 

III. Inertia — the momentum of . an e(trly start. 

^The first start often helps greatly. In certain,, cases an 
ind^try is conceiitrated and localized in a particular place for 
no other reason thau that it was first started there. When 
once an industry is established on a large scale in a particular 
part of the country, each firm derives some important advantages 
from the existence of other 'firms already engaged in the same 
industry and in the same locality. And to secure these advan- 
tages new firms, when they are started, will tend to go to that 
locality. 

The localization of an industry in a particular area is 
brought about by one or more of the causes indicated above. 
For example, the localization of the Indian jute-manufacturing 
industry on both banks of the Ganged near Calcutta is due 
largely to the fact that the raw material (raw jute) is abundantly 
found in Bengal and is in fact the monopoly of Bengal ; and 
this localization is helped by other causes like a good su pply 
of coal near at hand for the Jute Mills, and facilities of trans- 
port by rail and steamer for raw material and*Tnapufacture^^ 
product in the neighbourhood of Calcutta. The Cotton Mills 
ariTIocated mostly in Bombay because of the abundant supply of 
the raw material (cotton) grown in neighbouring localities ; but 
Bombay ^ is at a d isadvantage as compared wi th Calc utta as 
reg3ar^„pi3«gi*... T^ Tata Iron and Steel Company is at Sakchi 
and ^e Bengal Iron and Steel Company at Kulti because. in 
this yray they are both conveniently situated as regards iron 
ore and also fuel, being near the Bengal coal area. 
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Industries not suitable for Localisation. 

When an industry is localized, production is on a large 
scale ; and so the demand for the commodity must be fairly 
steady, the market large, and easily reached with good transport 
facilities. It is clear that industries producing commodities 
which are extremely perishable, or which cannot be profitably! 
carried to a consideraDle""3Sstai^ for their bulk, or which have' 
their market festricted m other ways (e.g. on account of highly 
unsteady of limited' ‘demands) — these industries are not capable: 
of a high degree of localization. 


Advantages of Localized Industries. 

When a particular industry has once selected a locality for 
itself and has established itself on a considerable scale it gener- 
ally remains there for a long time ; and this it does because 
of the numerous advantages springing from the localization of 
an industry in a particular area. 

The commodities of a particular town or 
district acquire a reputation which secures for them a good 
market and good price. Examples are to be found in Dacca 
muslin and Sheffield cutlery. 

2 . Advantages relating to labour, A localized industry 
also secures a very important advantage from the fact that it 

offers a large market for different kinds 
. of skill This is very helpful both to 

ere i ary a i . employers and also to workmen. Work^ 

men know that if they go to such a place they will be able 
to get a good market for their skill, because there are many 
employers engaged in the industry in that place. Employers 
also will congregate in such a place because there they will find 
an abundant supply of workmen possessing that particular sort 
of skill which they may happen to want. 

The localization of industries further secures the advantage 
of he^ditarv. skill as the children of the workers engaged in 
thatmdustry learn the trade unconsciously and even front 
their childhood. The childrai see their fathers working and 
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talking about their work ; and they learn their father’s work 
quickly, without trouble and without eflFort. 

3. A^antage relating to capital q^nd finance. Many firms 
engaged m the same industry and localized in the same town 
or district also find it easy to secure sufficient supplies of capital 
because of the development of appropriate banking organiza- 
tions, etc., in the locality. 

4. Economies from specialized machinery. The use of 
specialized machinery can be developed to a very great extent 
and large economies resulting therefrom can be realized in 
connection with a localized industry. For example, an indus- 
try subsidiary to the localized industry, devoting itself to one 
small branch of the process of production and working for a 
large number of firms engaged in the main industry will be able 
to get a large volume of work ; and so it will be able to afford 
the use of highly specialized machinery for that particular small 
branch of production which it has ^ken up. 

5. Help from (a) subsidiary and (b) supplementary indus- 
tries. ' 

(a) Another advantage consists in the growth of trades 
subsidiary to the main industry localized in that place ; and 
these subsidiary trades help the main industry by supplying 
it with materials, tools, machinery, and furnishing it with 
means of conveyance and communication (e.g. railways, etc.). 

(b) Suffplementary industries. 

When an industry is localized in a particular area, often 
there come into existence supplementary industries. Cotton 
Mills have been sometimes established deliberately to provide 
employment for women and children as a supplementary in- 
dustry near Iron Mills. 

Such supplementary industries help the main industry 
localized in the place as regards the labour supply, etc. The 
Cotton Mills provide suitable employment and wages for women 
and children who cannot do the heavy work in the Iron Mills, 
and ^e men are employed in the heavy, arduous work of the 
Iron ^iUs. In the absence of a supplementary industry like 
the Cotton Mills, the women and children of the workers 
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Engaged in the Iron Mills would have remained unemployed 
reducing the total income of the average labourer's family and 
treating difficulties as regards the labour supply for the Iron 
Mills. 

6. New ideas about inventions of machinery^ organization, 
etc. In a place containing many firms engaged in one particular 
industry, all sorts of inventions and improvements in 
machinery, in the processes of manufacture and general organi- 
zation of business relating to that particular industry have their 
good points promptly discussed and scrutinised ; and when a 
new idea is suggested by one man it is developed and perfected 
by other men and it also becomes the germ of other new and 
fruitful ideas. 


Excessive localization 
may make cost of labour 
high to the employer 
and average xnoney 
earnings of . each 
labourer's family . low 
even in normal times.. 


Some Disadvantages of Localization and Remedies. 

(i) A localized industry suffers from disadvantages as a 
market for labour if the woxk done in it is chiefly of one kind, 

e.g. if the work is such that it can be 
done only by strong men. It is pointed 
out that in those iron districts in 
which there are no textile or other 
factories to give employment to women 
and children, the work is such that 
only strong men can do it and the 
result is that wages for these strong workmen are high and 

(a) the cost of labour dear to the employer 

(b) while as there is no work in the Iron Mills for the 
women and children of the labourer's family, the average money 
earnings of each labouring family are low. 

So both employers and workmen sufiFer where there is a too 
exclusive demand chiefly for one kind of labour. 

The obvious remedy is to establish in the .same neighbour- 
hood industries (e.g., Cotton Mills) of a 
supplementary character which will be 
able to provide work for other kinds 
of labour, e.g. women and children. 

(In some of the English manufacturing towns, the advant- 
ages of localized industries are combined with the advantages 
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of variety of employment ; and this has made them flourish 
greatly. The deliberate starting of a supplementary industry 
to help another industry has, so far, not yet been attempted 
in India ; but this has been sometimes done in England). 

(2) Another disadvantage is this. An industrial district 
which is dependent chiefly on one in- 
dustry localized there suffers severely 
when there is a great diminution in 
the demand for its products or when 
the supply of its raw material is not 
adequate, etc. 

If in such a district there are some 
other industries and if one of them 
suffers from depression, the other indus- 
tries will be able to help the depressed 
industry in different ways 'mostly in- 
direct* (Marshall). 


So localization of an , industry in a place should not be 
carried too far — there should he some other industries in the 
neighbourhood {supplementary industries and other industries) 
to give variety of employment to labour in ordinary times and 
also to mitigate each other's depression during times of dull 
trade. This is necessary in the interest of the labourers and also 
of the employers. 

External and Internal economies. 

With improving industrial organization, the external and 
internal economies of a business are increased. 

The external economies are those which all firms engaged 
in one industry can share ; these economies depend upon the 
general development of the industry in which these are engaged, 
the general development resulting either from the localization 
of industry (as described in this chapter), from facilities for 
marketing and transport and other things. 

*The internal economies of a particular firm are those pecu- 


Exceesive localization 
le^d to great 
8unerinj3:s during the 
depression of the single 
Inahstty. 


Remedy — different in- 
dustries in the locality 
mitigating each other's 
depression. 


Conclosion. 
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liar to it ; these economies depend upon the internal organi- 
zation of that paricular firm and they result from the eflBciency 
with which it is managed. For example, the economies of 
large-scale production are mostly internal economies, and these 
are described in the next chaptm-. 

Sammary. 

I. With growing industrial development, localization becomes more 
thorough and complete. 

2. Causes of Localization. 

The localization of an industry in a particular place is due to one 
or more of the following causes : 

(A) Natxjrai, Causes — climate, vegetation, mineral wealth of the 
place, etc. 

(B) Economic, political and other causes. 

(i) Economic causes— accessibility to markets, adequate supply of 
labour, adequate supply of capital, etc. 

(ii) Political causes — encouragement by kings, courts and national 
governments. 

(iii) Inertia— the advantage of an early start. 

3. Advantages. 

A localized industry enjoys substantial advantages in connection 
with (a) labour, (b) the use of specialized machinery, (c) subsidiary 
and supplementary industries and (d) also the quick development of 
new ideas relating to the industry. The reputation of a particular 
locality for a particular commodity helps the sale. 

Questions. 


1. What is localization? 

Give examples of industries not suitable for localization. 

2. What are the circumstances which favour the localization of 

industries and what are the advantages resulting therefrom ? (C. U. 

1912; A. U. 1904, 1905, 1908, 1909). 

What are the factors leading to localization of industry? What are 
the advantages of such localization? In what industry is localization 
impossible and why? (C. U. 1917). 

State the causes leading to the localization of different industries. 
Illustrate some of the consequences of such localization by reference to 
Indian industries. (C, U. 1921). 



CHAPTER VIII. 


INDUSTRIAL ORGANI2ATION (continued). 
Production on a Large Scale. Production on a Small Scale. 


Large-scale Production. 

{Large-scale production refers to the production of a commo- 
dity on a large scale ; and it involves the use of a large amount 
of capital, and numerous labourers under the same management, 
A jute mill or a cotton mill is a case of large-scale production, 
while an example of small-scale production is the village weaver 
weaving a few yards of cloth on his handloom in the course 
of a whole day,^ The railway transports, goods and passengers 
on a large scale'^ and is an example hi large-scale business : but 
our indigenous bullock cart is an example of small-scale busi- 


ness. 

(gince the Industrial Revolution in Europe, tendency 
to large-scale production has been making itself more and more 
prominent in all civilized countries — it has made great progress 
in Britain, France, Germany and the progress is greatest in the 
United States of America ; it has made substantial progress in 
Japan ; and even in India it has made some progress, the rail- 
ways, steamship companies, the jute and cotton mills, the large 
modern mining industries being examples of large-scale produc- 
tion, and the Tata Iron and Steel Company with its capital 
of several crores and emplo3dng many thousands of labourers 
is a notable Indian example of large-scale production^ (We 
must note however that in India even now, the total^umber 
of labourers employed in large-scale production is much smaller 
than the total number of labourers - employed in small-scale 
production in small workshops in the towns and villages and 
in cottage industries like village pottery, metal-working, hand- 
loom weaving,, etc. So in India small-scale production is still 
the l^eneral rule, and large-scale production is still much less 
prevalent than small-scale production). 
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(^he conditions of the growth of large-scale production are 
to be found chiefly in the immense change in industrial condi- 
tions during the last century and a half. 

Conditions and causes Increasing division of labour and in- 
to creasing use of machinery have made 

tion. the great growth of large-scale produc- 

tion possible and economical ; and a 
necessary condition of large-scale production is the expansion 
Q^Jhe^arket fo^ products, this expansion being brought about 
b3p,,^transp^ft^ development of roads, railways, 

steamsJups, etc. — if there was no large market, obviously there 
would be no large-scale production to .supply that market, 
lyancasliire in England produces cotton piece-goods on a large- 
scale because it supplies not only England, but also China and 
India, etc., "and has in fact a world market. 

Large-scale production is ec^iomicaL-to ..tlie^ producer — he 
is able to produce the same quantity of a commodity at less 
cost under the large-scale ‘system than under the small-scale 
system"^ The great advantages which large-scale production 
offers to business men and producers, easily explain the present 
tendency to concentration of industry, ^arge-scale production 
also often bt»npf^ fe ronaum ers by reducing price s, and it some- 
times secures higher wages and better conditions of work to 
the worker than a small-scale industry managed by small-scale 
entrepreneurs.^ 

Economies of Large-scale Production in transport (viz, 
railways etc,), mining, manufactures, etc. 

(Advantages of Large-scale Production to the producers 
and to society.) 

It has been seen already that large-scale production often 
results in substantial advantages for (i) consumers and {2) some- 
times for workmen. 

Now we shall consider the gains of the producers and of the 
community from production on a large scale. These gains can 
be conveniently divided into two classes : (i) economies of pro- 
ductive power, and (2) economies of competitive power. 

- ' ( 
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L Economies of prodnclive power from Large-scale 
Production. 

These increase the efficiency of production in such a way 
■as to benefit (a) the producers of a particular firm and (b) at the 
same time also other producers and the community as a whole. 


1. Economies from Division of Labour. 

(A producer on a large scale is able to introduce more 
thorough and systematic division of labour of all kind^ {e,g. 
manual labour, clerical and dther hdh-h^hua^ work, superinten- 
dence and management) (than the producer on a small scale ; 
and thus he secures important advantages. 

(i) For example, a large establishment can employ a large 
number of highly skilled men, and because of the great volume 
of work it can keep each of its highly skilled employees con- 
stantly engaged in the most difficult work of which he is capable 
— it can command the services of highly talented an^^^illed 
men of different kinds, and it can place them in those aepart- 
ments of the business for which they are best qualified. A 
■small-scale establishment cannot do this to the same extent and 
so is le^ efficient than a large-scale businessj 

' The advantages relating to specialized skill are very promi- 
nent in manufacturing and transporting industries which have 
several departments affording ample scope for a variety of differ- 
ent talents. 

{ii%,The head of a large business after securing managers, 
clerks, foremen and labourers who are the right men for their 
work can leave much of the details of the business to them 
and lo large questions of policy , — 

he can keep his full energies for the difficult, and fundamental 
problems of the business. He will study the larger movements 
of the market, of demand and supply and how to meet a new 
demand or to create a new demand or to produce his supply 
more efficiently .and cheaply improving his organization. 

The has to spend much of his 

time on the details of his business because he, unlike the large- 
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scale producer, has not many highly qualified subordinates; 
and so he cannot devote himself so much to the larger problems^ 

2. Economy of Machinery. 

(t) Up-to-date machinery. Another advantage enjoyed by 
the head of a large business in certain industries is that he with 
his large funds can _^prd Jo j>ur^l^^^ and utilise 

always the latest improvements in machinery. The small pro- 
ducer cannot. 

(«) Experiments. A large-scale producer is also able to 
spencLjLJsrge on^ experiments relating to new machines 
or new processes of production ; and a successful experiment 
often means an immense increase in the efficiency of produc- 
tion, y 

Some of the great manufacturing establishments in the 
United States {e.g. the Carnegie Steel Co. of Pittsburg) derive 
their success in no small measure from' their very large expen- 
diture on industrial experiments and the prompt installation of 
the latest and the best machinery. 

(in) [ Specialization of machinery. A large establishment 
tan afford to have many expensive machines, each tnade specially 
for one small use a nd has large economies from this specializa- 
tiorToF machinery. And this it can do profitably because con- 
trolling a large volume of business it will be able to provide 
continuous employment for each of these machines. (But the 
small-scale producer must have many things done by hand or 
by imperfect machinery because with his small volume of busi- 
ness he will not be able to provide constant employment for ex- 
pensive specialized machines ; and a man cannot afford to buy 
specialized machines when he is not able to provide continuous 
work for them). 

(iv) A large establishment has its own carpenter's and 
mechanic's shops, etc. ; these shops diminish the costs of repair 
and they also have the important advantage of preventing de- 
lays from accidents to the machinery. 

(v) Economy of motive power. 

Again in a large business, th^re is often a greait eco nomy 
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' Of motive pow er. A large manufacturer with his more up-tt>- 
. di|te mac^ety u^ comparativdy less coal {Ciif otia^ fpel) than 
the small producer. ^ , 

Also his initial cost as regards installation d| machinery per 
unit of horse power is less than that of the sqialler manufacturer 
with his smaller types of machinery. 

3. Economy of materhds and products. 


(t) Utilisation of waste products. 

A large-scale producer is able to make better use of iby- 
prod uAts than a' small-scale producer. The small-scale prc^cer 
doing a ! small volume of business has to throw away § number 
of ^all things which would be collected and utijlised to good 
purpose by a large-scale producer. (In the mineral dd and meat- 
packing industries of the United States, large*scale production 
has made possible this utilisation of waste products to a mar- 
velous extent). . 

(«) Economy of purchase and sale. 


A large business has generally many advantage in hu3ring 
and selling over a small business. 

(a) ^yin^ at Ahmp.rckies. As regards buying, die head 
of a large “^siness buys in large quantities and tiiefefore he 
gets his things at cheap rates. He gets also l ory fre ight rates 
and makes economies in other ways as regards the. cost of carriage 
of his goods. 


(b) Seflmg at.£po^d prices, and extensive sides. 
selling, a large business berause it has a large and 
attrac ts, mistomcrs and is thus able to get a good 
im^ucts. The prestige attaching to a Imge bndni 
it vety .cdnsid^abiy in securing for it a large he 
mets and extensive sales. 


As regarda 
atpek 

W'W' 




4. Eco n omy ot ymtee. 

m^nfacturer is often able to make a more econo-, 
occupied by hi m fo r 1^ feaftpry than the 
lucer. ^ hc.J|ias to 

hesa. •' ' ■ ’ . 









